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ABSTRACT 
The South African automotive industry is by no means a ―cut and paste‖ version of 
their overseas counterparts. The industry and the market are very complex. The 
historical background of the industry is such that companies have difficulty forming 
partnerships and joint ventures with bigger international conglomerates. 
The difficulty with this kind of mindset is that it is restricting growth and development 
of the nation as a whole. Globalisation is a future we cannot be avoided. Should the 
nation continue to reject it and embrace the mindset of countries in Africa, South 
Africa (SA) will continue on the path that the rest of Africa is heading, a path that 
leading to self-destruct and segregation.  
Even though SA is a developing country, it is in some areas as developed as many 
other first world countries. For a country to generate wealth it needs to be innovative 
and develop an entrepreneurial consciousness. A young country like South Africa 
needs creative thinkers and opportunists that can see into the future, seizing every 
opportunity, to grow and develop new ideas and business.  
In order for a country to grow it needs a leadership that is to nurture the baby of 
innovation. If South Africa wants to be part of the global village it need to develop a 
trade policy that welcomes trade and at the same time creates stable and sustainable 
jobs. 
The environment for investments needs to be cultivated in a problem-free and growth 
prone nation. This can only happen when the educational level of the nation is 
improved. The fact that so many skilled workers need to be imported creates tension 
in the labour market. People with talent need to have a reason to stay in the country. 
Their salaries should match that of their overseas counterparts. Furthermore, with the 
same skill level and work ethic, should have the same rewards and remuneration.   
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CHAPTER 1 
INTRODUCTION AND OVERVIEW OF STUDY 
1.1 Introduction 
The South African government has decided to substitute the Motor Industry 
Development Programme (MIDP) with an alternate industry development programme 
known as the Automotive Production and Development Programme (APDP). The 
APDP was launched 1 January of 2013. This new programme has left many key 
stakeholders with a cloud of uncertainty. This uncertainty could hamper the 
momentum automotive industry‘s growth, resulting in low investor confidence 
(Davies, 2008). 
The automotive community consist of automakers which form an essential part of 
developing and developed nations. The industry provide nations in the world with 
agility that is most important to the growth of the economy and society. The 
automotive industry offers an opportunity to a better quality of life through agility. The 
means of transport is possibly the most significant demonstration of economic and 
social wellbeing and functions as an icon of independence and modernism. Statistics 
often indicate a clear link between the development of Gross Domestic Product 
(GDP) and the mileage covered in a specific region (Van Der Straaten, 2010). 
Compared to many other exporting countries, the South African automotive industry 
enjoys important advantages. The ability to produce low volumes coupled with a 
wealth of raw materials, key product knowledge, technological advancement and 
good business relations with parent companies, ensures that the South African 
automotive industry gradually adds value to the worldwide strategies of parent 
companies. South Africa is perfectly suited for in depth research and development (R 
and D) projects like that of marine and agricultural biodiversity. In addition to South 
Africa‘s extensive mining know-how, expertise in electronics and metallurgy arising 
from defence R and D projects have also been accrued (AIEC, 2011).  
The products produced by automotive manufactures are the driving force behind 
local economies, making this one of the most important global economic pillars for 
South Africa. Around the world, the production of motor vehicles is a key contributor 
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to government revenue; the total contribution in more than 26 countries amounts to 
almost €400. Most automobile producing countries are in full support of the 
automotive sector due to its contribution to growth of the economy. Compared to a 
country‘s GDP, automotive manufacturing would be the sixth largest economy. 
Automotive manufacturing has contributed €1.9 trillion and this whilst all other sectors 
of the economy were experiencing a recession; output levels have remained at a 
staggering high. Economists estimate, for every person directly employed, five 
indirect jobs are created, and this even though the automotive industry is already 
employing an estimated nine million people (Automobil Admin, 2012). This is mainly 
due to the broad spectrum of manufacturing sectors utilised by the automakers of the 
world. Manufacturing sectors including steel, iron, aluminium, glass, plastics, 
carpeting, textiles, computer chips and more are utilised in the automotive sector 
(Automobil Admin, 2012). 
Automobil Admin (2012) states that an estimated 110 719 new vehicles were 
purchased in the first quarter of 2012, which constitutes a 10% year on year 
improvement on sales since first quarter 2011. It is estimated that the automotive 
industry has contributed 6.8% to South Africa‘s gross domestic product for the year 
2011, says the National Association of Automobile Manufacturers of South Africa 
(Naamsa) (Automobil Admin, 2012). 
Automobil Admin (2012) further states that, in 2011 South Africa exported 272 457 
light motor vehicles to more than 80 countries; 36% of the vehicles were shipped to 
the Eurozone and 25% to Africa. The number of vehicles exported to Africa is 
estimated at 56% for the 2010 to 2011 period, Naamsa foresees an increase to 
exports into Africa (Automobil Admin, 2012). 
The launch of the MIDP in 1995 contributed to a large extent to growth in the 
automotive sector. The purpose of the MIDP was to introduce the industry to the 
global arena. The strategy was to gradually reduce the level of protection and 
increase the competiveness of the motor industry in South Africa.  
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1.2 MIDP guiding principles and objectives  
Black and Mitchell (2002) have identified the following MIDP operational guiding 
principles:  
 A gradual reduction in import duties or tariffs on both light vehicles and 
components (currently reduced from 65% to 25%), phasing down faster than 
required by the World Trade Organisation (WTO) obligations  
 Duty rebate credits to be earned on exports of vehicles and components and 
used for duty-free import of vehicles and components. An export-import 
complementation scheme under which vehicle and component exporters can 
earn tradable import rebate credit certificates (IRCC‘s) to offset duties on 
imported vehicles and components   
 Access to the standard duty drawback programme for exporters, under which 
all import duties paid on components and intermediate inputs used in exported 
vehicles and components can be rebated  
 There was no minimum local content requirement (Black & Mitchell, 2002). 
 A duty-free allowance (DFA) on imported components of up to 27% of the 
wholesale value of vehicles produced for the local market (Doike, 2010). 
At the end of 2012 the MIDP came to an end and if without any progress, the benefits 
that have been accumulated by the motor industry stand to go to waste or reduce 
with time. As of 2013 all operational strategies for firms will be driven by the new 
APDP (Darmalingam, 2012). 
The motive behind the changes to the existing MIDP was prompted by the direct 
need to make the industry WTO compliant and align the MIDP with the WTO‘s 
agreement on subsidies and countervailing measures (The SCM agreement) under 
the 1994 General Agreement on Tariffs and Trade (Warrington, 2008). 
Due to South Africa‘s export-incentive being outside of WTO rules, a concern was 
raised by the Australian leather industry to the World Trade Organisation (WTO), 
consequently this resulted in a draft MIDP known as the APDP being announced on 
3 September 2008 (Doike, 2010).  
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A key objective of the MIDP was to review and evaluate the performance objectives 
of the automotive industry against the MIDP‘s stated objectives which amongst other 
things included (1) producing more affordable vehicles, (2) growing exports, (3) 
rationalising production platforms and (4) stabilising and creating stable job 
opportunities (Darmalingam, 2012). 
The five significant strategic objectives of the APDP are as follows: 
 SA automotive industry competitiveness to improve internationally 
 Improve SA‘s trade imbalance by continued growth through exports 
 Steadily increase levels of employment  
 Encourage economies of scale in assembly by rationalisation of platforms 
 Improve capital investment influx into South Africa (Warrington, 2008). 
In theory, the MIDP was supposed to have encouraged South Africa‘s original 
equipment manufacturers (OEMs) to produce and specialise in one or two high 
volume vehicle types, allowing the low volume models to be imported to complement 
the domestic model mixes. This approach also assists the component suppliers in 
obtaining higher economies of scale (AIEC, 2011). 
The South African automotive industry before 1995 industrialised under a high level 
of protectionism that involved high prices and a series of local content programmes. 
The South African automotive industry‘s MIDP programme was well regarded as an 
extraordinary success despite the fact that the government‘s growth strategy was a 
concern. MIDP has been acknowledged as one of the most effective and pioneering 
strategies around the world; that is used to develop the automotive manufacturing 
and creating an opportunity of growth for the local and global markets (Mduduzit, 
2007).  
The makeover of the local automotive manufacturing sector by introducing state of 
the art technology, development of skills through industry investments was all part of 
the MIDP‘s transformation strategy, through incentive, rebates and tariffs. Franse 
(2006) states that the MIDP was started in 1995 to support the motor industry to 
adjust to South Africa‘s reintegration into the global economy. According to Franse 
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(2006), the resultant effect of the MIDP was a series of counter measures which were 
supposed to produce world class manufacturing competences. 
Central to the Department of Trade and Industry‘s (DTI) undertakings, the following 
APDP objectives are strongly underpinned:  
 To encourage the exportation of goods that are value-adding 
 To attract Foreign Direct Investments (FDI)  
 Ensure that the objectives of the APDP are consistent with the World Trade 
Organisation (WTO) rules and regulations (AIEC, 2011). 
South Africa regards its WTO membership very highly, as this creates a doorway into 
the global village. WTO rules and guidelines makes provision for enhanced trade 
security, property rights and certainty for formulating multilateral trading partnerships 
with the rest of the world (AIEC, 2011). 
They key objective of the incentive programme is to assist the South Africa‘s 
automotive industry to expand its global markets as well as increase domestic 
manufacturing capabilities. The APDP has been designed to help the South African 
automotive industry increase global competitiveness and in so doing, expand 
manufacturing capability within South Africa. The new programme would further seek 
to shift the emphasis away from an export focus to one that emphasises economies 
of scale in the production of vehicles. In addition, the programme is intended to be 
supportive of the further development of world-class automotive component 
manufacturing. The ultimate vision is one of a restructured and adaptive South 
African economy; one that is able to produce an ambitious 1.2 million units by 2020. 
Strong emphasis will be placed on a stable and continually growing economy, 
employment equity and a preferred investment choice in Africa (AIEC, 2011). 
1.3 Problem statement 
The purpose of this study is to determine the impact of the transitional challenges 
facing the legislative policy amendment from MIDP to APDP. This will be achieved 
through reviewing and investigating existing data to evaluate the long-term 
effectiveness of the APDP in the motor manufacturing industry.   
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1.3.1 Main problem  
The main problem to be researched in this treatise is as follows: Assessment of the 
transition from MIDP to the new APDP on the South African automotive industry. 
AIEC (2011) states that as part of South Africa‘s diverse emerging market status, it 
offers a cost advantage in many areas of business. Compared to other developing 
markets, South Africa‘s cost of living is ranked as one of the lowest in the world. In 
terms of the average cost of labour per employer, South Africa is ranked as being on 
par with its peer countries and many of the developing nations. The debate 
surrounding the previous MIDP‘s non-compliance on WTO‘s agreement on subsidies 
and countervailing measures (SCM) has led to the introduction of the new APDP 
(AIEC, 2011).   
Most of the South African automotive component manufacturers have parent 
companies of German origin which insist that manufacturers establish a local base 
closer to their customers in support of European based export programmes. South 
Africa was nominated by the European Union as an ideal low cost country for an 
expatriate site for low cost European Union (EU) production sites outside of Europe.  
The European Union (EU) has extensively displaced its own production to lower-cost 
developing [cost effective] countries such as South Africa (AIEC, 2011).  
In 2011 South Africa joined Brazil, Russia, India and China (BRIC) to form an 
emerging market economic coalition, dubbed BRICS. South Africa has an important 
role to play in the world economy, joining the BRIC nations is just an affirmation of its 
role in the global economy. (AIEC, 2011). 
Based on the WTO‘s agreement on subsidies and countervailing measures (The 
SCM agreement), South Africa as part of the global automotive manufacturers is 
obligated to adhere to the WTO‘s requirements. Much controversy currently 
surrounds the MIDP; the introduction of the APDP in 2013 was South Africa‘s 
response to realign its controversial subsidy programme (AIEC, 2011). 
An exhaustive investigation was done to evaluate the effect that the transition of the 
MIDP to APDP will have on the automotive industry in South Africa. A study of the 
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available literature was reviewed as part of the investigation into the APDP‘s value 
and contribution. All the analyses were conducted using a constructivism paradigm, 
resulting in the research being of a descriptive qualitative nature.  
Under the Automotive Production Development Programme (APDP), manufacturers 
of vehicles and the associated component suppliers will be strengthened to increase 
technological advances as well as economies of scale in order to close the market 
gap that is currently in existence.  With the support of the APDP, the intended target 
is assemble 1.2 million vehicles per annum by 2020. OEM‘s have suggested that 
government consider the possibility of reduced volumes as a qualifier for the vehicle 
assembly allowance (VAA), one of the key pillars of the APDP (Corbett et al., 2011).  
The introduction of the MIDP was to ensure that the automotive industry develops its 
export capability as well international competitiveness and at the same time improve 
employment levels and its contribution to the South African economy.  
The AIEC (2011) states that a vehicle production figure of 1.2 million units by 2020 is 
a major leap forward in terms of South Africa‘s contribution to the vehicle 
manufacturing in the world.  
1.3.2 Sub-problems 
In an attempt to answer the main problem, the following sub-problems will be 
discussed: 
 What are the competitive factors in the South African automotive industry that 
may be used as leverage?   
 What are the competitive advantages of the manufacturing industry within 
South Africa? 
 How does the structure of the South African automotive industry impact on the 
long-term survival of the industry? 
 How do South African customers and organisations rate the performance of 
locally manufactured vehicles? 
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 What factors do industry experts believe can contribute to improve the 
performance the local manufacturing industry? 
Barnes and Black (2008) compiled an ephemeral summary of the challenges which 
will need to be addressed by the new APDP‘s legislative policy:  
 The weak supply chain with limited levels of localisation (local content) 
 The trade deficit will increase because of the weak supply chain infrastructure 
 Most of the assemblers are stuck in the transition phase - economies of scale 
are still not being achieved 
 Some firms are exporting in order to import – this is dualistic in structure 
 Levels of investments by the motor manufacturing companies are still too 
marginal 
 South African manufacturers still perform poorly on output per capita 
indicators 
 The challenge of complying to WTO 
 Decreasing the adjustment cost of moving from one support programme to 
another will create challenges (Barnes & Black, 2008). 
The aim of Government was to resolve the intrinsic problems of MIDP with the 
introduction of the APDP in 2013. The MIDP has taken cognisance of the factors 
affecting the South African motor industry; for example very demanding markets and 
rates at which trends and markets are changing. However, the MIDP cannot control 
the range of external factors impacting the business operations of the South African 
automotive industry and its role-players. These include global developments, logistics 
costs, raw material prices, currency movements as well as administrative prices 
impacting on the cost of doing business in South Africa (AIEC, 2011). 
The differences between the government, automotive industry stakeholders, labour 
unions and the component manufacturers supporting the OEMs can be only 
overcome by cooperation from all the parties. The review of the MIDP is currently in 
progress and it will be rolled out towards the end of 2012. There will however be an 
overlap between the MIDP and the APDP (Mduduzit, 2007). 
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According to Jennings (2008), the MIDP price represent an insignificant figure and 
are rarely paid in full because they can be rebated by OEMs through the Duty Free 
Allowance (DFA), Import Rebate Credit Certificates (IRCC) produced through exports 
of vehicles and components, and duty credits produced from the Productive Asset 
Allowance (PAA). The suppliers never earn the full value as they always sell the 
certificate and there is uncertainty as to the final value of the incentive because the 
―price‖ is determined by supply and demand (Jennings, 2008). 
The MIDP‘s Productive Asset Allowance (PAA) is an encouragement scheme used 
as a supporting mechanism for encouraging investments by automotive assemblers 
and its component manufacturers, in a way that inspires the upgrading of equipment 
and the development of people (Jennings, 2008). 
Sehoole (2002) suggests that manufactures of light motor vehicles should rationalise 
their production to facilitate an increase in local content as well an increase in OEM 
equipment localisation. Hence, this will allow for the manufacture of low volume niche 
products which will be traded using the Productive Asset Allowance (PAA) duty 
repayment certificates instead of reproducing these models domestically (Sehoole, 
2002). 
It is vital that all sectors within the motor industry should relish the incentivised 
benefits on offer by the Government‘s MIDP and later the APDP. The APDP is 
therefore a reviewed extension of the MIDP that allows for better accessibility of the 
whole motor manufacturing sector, assemblers as well as component manufacturers.  
Encouragement programmes like the APDP make it possible for South Africa to 
attain a sustainable development. To all intents and purposes, the APDP programme 
will make sure that the government reaches its envisioned target by 2020, and in the 
long run and in the end benefiting the economy with its people, investors and labour 
markets (Barnes & Black, 2008). 
The APDP framework and provisions comprise import duties, vehicle assembly 
allowances (VAA), production incentives (PI) and investment allowances (IA). This 
framework will offer South Africa‘s automotive industry with a solid base, which will 
make certain that more international competitiveness and the expansion of new cars 
and light commercial vehicle production in the country.  
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Pointing out on the elements of the APDP, NAAMSA President, Dr Johan van Zyl 
stated that the VAA would support the on-going production of motor vehicles in South 
Africa. At the same time the AIA, added to the discretionary company specific 
allowance, would provide the necessary encouragements to stimulate domestic 
vehicle production and deliver a strong catalyst for additional localisation (Nelson 
Mandela Bay Business Chamber, 2009). 
The APDP consists of four pillars, and the below graphic illustrates this benefit: 
 
 Duty based on imports 
 Allowance for vehicles assembled (VAA) 
 Incentive based on production (PI) 
 Automotive Investment Scheme (AIS) (NAACAM, 2012) 
Each of the above topics heading will be discussed in chapter 2. 
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The South African Automotive industry is still facing some challenges regardless of 
the headway made. Within the current MIDP, there are two items that need urgent 
attention in the short term; namely the Productive Asset Allowance (PAA) based on 
the Environmental Implementation Plan (EIP) and tax incentives must be extended to 
component manufacturers urgently (Jennings, 2008).  
Franse (2006) observed that the industry experts analysed the effectiveness of the 
PAA and realised a negative cash flow. The investment of plant and equipment by 
OEMs for the purpose of assembling for the export market qualifies the OEM for the 
PAA investment incentive.  The problem with the PAA incentive is the fact that cash 
starts flowing in after the product launch. 
It is normally two to three years prior to a product launch that OEMs start investing. 
The PAA allowance is paid out in year five whilst the products have already been in 
the export market for three years; this constitutes a negative cash flow for OEMs. For 
OEMs this meant that the final portion payment of the 20% is received in year eight, 
year one being the start of the investment. Franse states that the investment is 
therefore discounted over the eight year period and compared to the incentive pay-
out over the five years; the benefit from PAA becomes immaterial (Franse, 2006). 
The Automotive Investment Allowance (AIA) replaced the Productive Asset 
Allowance (PAA) from 2009 and will continue paying 20% of investments to 
qualifying partakers over a three-year period (Barnes & Black, 2008). A difficulty that 
the APDP will be up against is the transition of the two programmes MIDP to APDP. 
This transition must take place without any disruption to the current state of the 
economy or industry as a whole.  
 
OUT  –  Pre 2009 IN  –  Post 2009 till present 
Productive Asset Allowance (PAA)  Automotive Investment Allowance (AIA) 
The South African automotive industry is not keeping up with the dynamics of similar 
emerging markets. Compared to the period pre-1994, the industry structures are 
more effective and efficient and with less protection: 
Table 1 : Automotive Investment Allowance started in June 2009 
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 Export growth increased rapidly but local content remains quite low, in effect 
firms are ―exporting in order to import‖ 
 Some progress has been made with rationalising the industry; but minimum 
efficient economies of scale are still not achieved 
 Substantial investments have been made by first tier suppliers, so 
Government programmes should continue including first tier suppliers (Franse, 
2006). 
Hence, tariff reductions have little control on either protection or added competition 
from imports. Therefore the effects of lower tariffs in the MIDP structure are: 
 Lower export incentives for component manufacturers 
 Backing for independent importers to bring in new vehicle models 
 Assisting OEMs in the decision making; to produce vehicles in South Africa as 
opposed to importing fully built vehicles 
1.4 Structure of the APDP 
The following points elaborate on the structure of the APDP programme: 
 The APDP consists of rebates and refunds of the relevant customs duties as 
legislated in the Customs Act. 
 The relevant customs duties can be found in Chapters 87 and 98 of Part1 of 
Schedule No. 1 to the Customs Act.  
 The relevant rebate provisions can be found in Rebate Items 17.03 and 
460.17 of Schedules Nos. 3 and 4 respectively to the Customs Act. 
 The relevant refund provisions can be found in items 536.00, 537.00 and 
538.00 in Schedule No.5 to the Customs Act (Lukhwareni & Van Zyl, 2012). 
Table 2 below is showing the % rebates applicable to each of the APDP elements. 
The APDP was introduced in the year 2013 and will run until the year 2020.  
The main elements of the APDP as implemented in 2013 to 2020 may be shown a 
follows: 
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Year 
CBU 
Rate 
CKD 
Rate 
VAA 
Volume 
> 50 000 
(PI) 
Additional 
Incentive for 
vulnerable 
sectors 
AIA 
3 years 
Discretionary 
Additional 
Investment 
Allowance 
2013 25% 20% 20% 55% 5% 20% 10% 
2014 25% 20% 19% 54% 5% 20% 10% 
2015 25% 20% 18% 53% 5% 20% 10% 
2016 25% 20% 18% 52% 5% 20% 10% 
2017 25% 20% 18% 51% 5% 20% 10% 
2018 25% 20% 18% 50% 5% 20% 10% 
2019 25% 20% 18% 50% 5% 20% 10% 
2020 25% 20% 18% 50% 5% 20% 10% 
1.5 Research objectives  
A research objective is a statement that is detailed in as precise terminology as 
possible. Research objectives are thus related to and determined by the problem 
definition and when achieved, provide the necessary information to solve the problem 
(Enslin, 2003). 
Enslin (2003) states that in order to present clear-cut research objectives certain 
components must be in place; specific research questions must exist for formulation 
of a research hypotheses or propositions. Also, and importantly, the scope or 
boundaries of the research must be clearly defined. 
The greatly anticipated APDP was finally announced on 3 September 2008. One of 
the main premises behind the changes to the existing MIDP was the need to bring 
into line the industry incentive model with the World Trade Organisations(WTO) SCM 
agreement under the 1994 General Agreement on Tariffs and Trade (GATT) 
(Warrington, 2008). 
Table 2: APDP key elements as of 2013 Source: (AIEC, 2011) 
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In his media release to NAAMSA members Adams (2007) explain that throughout the 
design process of the new support model (APDP), it must be emphasised to 
incorporate the below measures to ensure the success of the support programme. 
The purpose behind the supporting measures for the APDP are:  
 Automotive vehicle production to support 1.2 million vehicles per annum by 
2020 with the deepening of the local components manufacturing industry 
 Provide proper levels of support for these targets 
 Attain a balance between local and export sales in order to support local 
product emergence 
 Provide a stable transition between programmes, reducing the adjustment 
costs of moving from MIDP to APDP 
 Ensure consistency with the World Trade Organisation‘s (WTO) rules 
 Expand value-added, investments, employment and net Government revenue, 
directly and via the multiplier effect (Adams, 2007). 
1.5.1 Primary objective (Research Problem) 
The primary objective of this research treatise is to formulate a study document that 
will serve as a guide for academics interested in the transition from MIDP to APDP.  
A treatise is a formal and systematic written address on a subject, normally longer 
and in more depth than an essay, and more concerned with investigating or exposing 
the principles of the subject (Wikipedia, 2009). 
The study will be in line with a formal treatise as prescribed by the Nelson Mandela 
Metropolitan University (NMMU). The systematic discourse will be a comprehensive 
study document outlining the most important facets of the transition from MIDP to 
APDP. An investigation of the automotive industry will be conducted by reviewing the 
benefits and disadvantages of the two programmes. The research is of an 
exploratory nature and will be based on observed and recorded findings.  
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Policy that is technology neutral is a sound productive policy. Van der Straaten 
(2010) states that vehicles are of the most technologically advanced and industrious 
products in the world, this is as a direct result of years of research and development 
(R and D).  
The trends of technology are not as predictable as one would imagine. Even when it 
does meet industry expectations, the end user customers are the judges which will 
ultimately determine which trends are acceptable and which trends are not. The draft 
of technology neutral policies should be at the core of government‘s policy 
implementation; this will ultimately benefit the consumer. On the other hand 
government policies should not only focus on design requirements but rather on 
innovative and progressive policies ensuring very little innovation competition 
amongst products of a similar use (Van Der Straaten, 2010). 
In order for government (DTI) to ensure a smooth transition from MIDP to APDP, it is 
critical that the primary objective of the APDP is not compromised. The target of 1.2 
million vehicles by 2020 is the goal of the APDP, which is a support programme that 
focuses on production volume rather than exports.  
Corbett et al., (2011) state that both schemes (MIDP and APDP) are structured to 
earn credit certificates to offset customs duty on either imported vehicles or 
components. Considering the fact that South Africa is Africa‘s most developed and 
industrialised economy, the possibility exists that South Africa could significantly 
increase its growth rate. Deliberations of how to increase growth has moved 
industrial policy to the centre stage. The APDP seeks to strengthen the domestic 
value chain.  
This study will examine South Africa‘s industrial policy and legislation supporting the 
MIDP and APDP.  
Synchronisation of vehicle regulations is important to the auto industry. In a global 
industry, automakers are faced with a wide variety of different regulations in different 
countries, often aimed at achieving the same purpose, but differing for historical 
reasons. Synchronising these regulations on a world-wide scale offers savings in 
technical resources which can better be applied elsewhere to produce better, 
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cleaner, safer vehicles And offers the possibility of reducing production complexity, 
resulting in lower costs and prices and a wider choice of vehicles available to all 
consumers. Harmonisation doesn‘t always mean having identical requirements, but it 
does mean at least eliminating unnecessary differences and bringing regulations 
closer together. In this way where possible and practical, a single vehicle 
specification can be built to satisfy all requirements (OICA, 2010). Tables 3 and 4 
below gives a summary comparison of the MIDP versus the APDP. 
Focus Area MIDP APDP 
Primary Criteria Selling Price – Imported 
Content (per DA190)  
= Local Content 
Selling Price – Purchased Material 
(per Standard Material Declaration)  
= value added 
Calculation Export sales value  
Less: Imported content 
(per DA190)  
 
Equals: Eligible Export 
Performance x Qualifying 
value  = MIDP Benefit 
Invoice price  
Less: Imported Component, Imported 
Material, 75%of standard materials 
and All non-standard materials 
_____________________________ 
Equals: Value add x PI Factor  = 
 Production Incentive Value 
Qualifying Value 
calculation 
Started at 74% in 2008 
and reduced to 70% 
Start at 55%, 2013 and reduce to 50% 
(PI Factor) 
Qualifying Criteria Must be: I. Registered 
OEM II. Registered 
component or tooling 
manufacturer supplying 
motor vehicle parts 
Must be: I. Registered OEM  
II. Registered component 
manufacturer supplying motor vehicle 
parts  
III. Must be a Tier 1 supplier to OE, 
achieving (a) OE Sales>25% of total 
annual sales (b) OE Sales >R10 
million p.a. (invoice value) 
Qualifying Sales All own direct export sales All own local aftermarket sales and 
direct exports sales  
II. Excluding local OE sales 
Benefit Accrues to component 
exporter 
Local and export sales: Accrues to 
component manufacturer  
II. OE Sales: Accrues to OEMs 
Tradability IRCC (Import Rebate 
Credit Certificate)to be 
sold/ceded to OEMs 
PRCC(Product Rebate Credit 
Certificate) to be sold/ ceded to OEMs 
Tooling Exported tooling included Tooling parameters not yet finalised 
Vulnerable 
Industries 
No provision made for 
vulnerable industries 
5% higher qualifying percentage 
applicable to all eligible production 
currently only catalytic converter 
industry 
Programme End End 2012 End 2019 
 
Table 3: Summary of MIDP versus APDP Source: (Corbett et al., 2011)  
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NAACAM (2012) have identified the following vulnerable products:  
 Aluminium products like Alloy wheels (engine and transmission components, 
heat exchangers and tubes, suspension components and heat shields) 
 Cast iron components (i.e. engine, axle, brake, transmission and related types 
of components) 
 Catalytic converters 
 Stainless steel flexible couplings 
 Leather interiors 
 Machined brass components and 
 Steel jacks (NAACAM, 2012). 
The main difference between the schemes is that the MIDP is primarily an export 
base system whereas the APDP is a value added incentive scheme. Both schemes 
are structured to earn credit certificates to offset customs duty on either imported 
vehicles or components (Corbett et al., 2011). 
 MIDP APDP 
Basis of earnings benefits Export incentives based 
on local content of FOB 
export of automotive 
products 
Production incentive 
based on final domestic 
OEM supply or export of 
automotive products 
Qualifying % (inclusion 
rate of eligible incentive 
value) 
70% for 2009 to 2012 
55% in 2013 declining by 
1% per year to 50% in 
2018 
Exclusions Foreign content of input 
products 
Raw material and 
component inputs through 
the production process 
Detailed calculations to be 
clarified 
CBU Complementation rate 60% 80% 
Example 
Export value  =     R100 
Imported Content =  R10 
Raw material input =R40 
Vehicle duty rate  =  25% 
2012 
(R100-R10) x R70% x 
25% x 60% =R9.45 
Only earned against 
exports 
2013 
(R100-R50) x55% x25% 
x80% = R5.50 
Earned against exports 
and local OEM sales 
Table 4: Summary outline of the MIDP versus APDP calculation: (Corbett et al., 2011) 
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In terms of developing the motor industry there are four features within the APDP that 
will provide support for the automotive industry: 
 The new programme will benefit industry as a whole and not only certain 
sectors; it is a market neutral programme 
 The APDP is structured around encouraging increased local value addition. 
This should lead to a growth of the local auto industry, not only at a 1st tier 
level but also at the 2nd and 3rd tier level 
 The APDP offers the local auto industry certainty through to 2020 which 
should assist with long-term strategic planning 
 The programme encourages local OEMs to produce at least 50,000 units per 
year; this could provide South African American Business Chamber (SAABC) 
members the opportunity to produce at reasonable economies of scale 
(Corbett et al., 2011). 
1.5.2 Supporting / Secondary objectives 
In order to achieve the primary objective it is necessary for government, suppliers 
and sub-suppliers to pursue the following secondary objectives: 
 Government policy needs to ensure that the automotive industry adopts an 
aggressive strategy for attracting foreign investment. 
 Policy needs to prepare industry for a greater open trading environment. That 
relies on filled (completed) and on-time deliveries. 
 Component manufacturers need to adhere to International Quality Standards 
 Responsiveness to field problems: for example, responding to corrective 
action reports and closing off product related queries. 
1.6 Research design objectives 
For this study the following research design objectives will be pursued:  
 Conducting a secondary literature review of existing and available literature 
information, outlining the positives and the negatives of the current MIDP and 
the proposed draft APDP. 
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 Constructing a questionnaire based on the secondary literature review which 
will be used to collect the primary data on the effects and the possible 
outcomes of the APDP programme. 
 Putting together focus groups of a minimum of ten participants per group, in 
order to test and improve the questionnaire. This will allow each group to test 
a section of the questionnaire. 
 Completing the questionnaire and seeking ethics clearance for the 
questionnaire from the NMMU Ethics Committee. 
 Executing the data collecting process by mailing the questionnaire link to a 
selected sample of at least 30 respondents in the component manufacturing 
industry. 
 Capturing and analysing the data on a manual basis, making use of Excel 
 Interpreting the findings and making conclusions. 
 Providing recommendations and proposing ways to ensure a smooth transition 
between the MIDP and APDP programme. 
1.7 The propositions and hypothesises 
1.7.1 Research proposition 
Enslin (2003) states that research literature disagrees about the meaning of the 
terms proposition and hypothesis. A research proposition is a statement about the 
concepts that may be judged as true or false if it refers to observable phenomena. 
When a proposition is formulated for empirical testing, it is called a hypothesis. As a 
declarative statement, a hypothesis is of a tentative and conjectural nature. 
The following hypotheses, in chapter 1.8.1 below, concerning APDP, will need to be 
proved or disproved. 
Globalisation has changed the face of trade and industry and will continue to do so. It 
is important that industrial policy improves and supports the advances made in 
productivity and efficiency of local industries. To address the abovementioned 
research questions, the following propositions and hypotheses were formulated. 
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1.7.2 Propositions based on labour and skills levels 
P1 - The rise in skill intensity of production emphasises the importance of 
improving the educational qualification of South African labour. 
 
P2 - Efforts need to be increased on how to deal with elementary skilled labour 
that is unemployed. 
 
P3 - The dominance of technology as a source of change in employment 
suggests a serious re-look at the various labour institutions that have recently 
cropped up. 
1.7.3 Propositions based on industry’s requirements 
When international car makers decide on the production of a new model, locations 
are selected according to several criteria: 
 The size of the home market 
 Level of protection given to assemblers in that market.  
 The main substantive argument for continuing support beyond temporary 
adjustment assistance arises out of the possibility that some dynamic 
comparative advantage exists.  
Higher volumes and a correspondingly higher level of economic localisation of the 
supply chain would significantly improve competitiveness. Volkswagen‘s recent 
announcement that it will reduce the number of model platforms while raising 
volumes and local content is a case in point. A problem is that SA is geographically 
remote from major markets. Neither SA nor the southern African region constitutes a 
viable ―automotive space‖ (Barnes & Black, 2008).  
The propositions continue as follows:  
P4 - Stimulation of the expansion of automotive vehicle production to 1.2 million 
vehicles per annum by 2020 with associated deepening of the components industry 
providing the levels of support for these ambitious targets.  
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P5 - Sub-sector investigation aimed at evaluating growth opportunities and 
appropriate support mechanisms in the medium and heavy commercial sectors. 
 
P6 - Achieve better balance between domestic and export sales to supply a 
growing domestic demand. 
1.7.4 Propositions based on legislation 
P7 - Ensure consistency with WTO rules and regulations. 
 
P8 - Expand value-added, investment, employment and net Government revenue, 
directly and via multiplier effects. International evidence suggests that flexibility of the 
labour market affects the manner in which external trade shocks affect employment 
and wage inequality. 
 
P9 - Programmes aimed at addressing broad-based empowerment obligations as 
well as firm level competitiveness challenges to be enhanced by means of partnering 
with the relevant industry stakeholders. 
 
P10- It is imperative that Government partners with key stakeholders to focus on 
responding to climate change as well as tighter emission standards.  
 
P11- Strong monitoring and review systems to be in place to allow for better 
information flows for decision making as well as more frequent reviews.  
1.8 The Hypotheses 
The hypotheses for this study are a culmination of two policies which is extension of 
each other, the MIDP phasing out and the APDP phasing in. The investigations will 
focus on the transition between the two polices. The following null hypotheses were 
formulated in this regard: 
1.8.1 Hypotheses based on WTO compliance 
H01 -  It is important to be World Trade Organisation compliant  
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H02 -  Free Trade Arrangements are essential to widen market gaps 
1.8.2 Hypotheses based on supporting policy 
H03 -  On-going support is required to ensure the success of the APDP; 
Government will still need to provide some protection.  
H04 -  A greater balance is needed to ensure growth between exports and domestic 
markets – an export stimulating strategy that attracts higher FDI to the country. 
H05 -  The APDP discourages the increase of low-volume models that are not cost-
effective.  
H06 - Maintain the level of support to assist the industry in becoming even more 
sustainable over time, by eliminating the adjustment cost of moving from MIDP to 
APDP, and 
H07 - Moving towards establishing the basis for long-term industry policy 
arrangements. 
1.8.3 Hypotheses based on increase in exports 
HO8 - In relation to the global economies, emerging economies are lagging behind in 
cost competitiveness.  
HO9 - South Africa performed poorly when compared to all countries with a 
population of over 4 million and a GDP of at least 25% of South Africa‘s GDP. 
HO10 - None of the manufacturing sectors is a major net exporter. 
1.8.4 Hypotheses based on increase in sustainable job  
H011 - Stimulate manufacturing output per capita which has been stagnant.  
Figure 2 below is an illustration of the conceptual model of the hypotheses. 
23 
South Africa has a very weak presence in high technology products, showing modest 
suggestions of any significant change on the horizon. Sophistication of South African 
exports has not increased significantly over time. As a result much of South Africa‘s 
history, GDP has been pulled down by a low level of sophistication of its export 
basket (Haussmann & Klinger, 2006).  
The APDP will need to address these exact shortfalls without disruption to business 
as usual or the industry. It is the intention of Government to further develop and grow 
the domestic automotive industry by doubling vehicle production to 1.2 million units 
by 2020. Supporting programmes will have to be in line with this growth strategy and 
still be WTO compliant. Figure 3 below shows a graphic representation of the 
research study. 
Figure 2: Conceptual model of the study, Source: own construction
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1.9 Research methodology 
The research methodology will describe the exploration of the connection between 
industry policy and economic growth; export expansion and economic growth; and 
higher foreign direct investments through an export promotion strategy. Developing 
economies without a doubt suffer from a lack of cost attractiveness in relation to 
developed economies.  
A qualitative paradigm (methodology) is concerned with qualities and non-numerical 
characteristics while a quantitative paradigm involves data that is collected in a 
numerical form. A phenomenological paradigm tends to produce qualitative data and 
a positivistic paradigm tends to produce quantitative data (Collis & Hussey, 2003).  
If the answer to a research question developed in the problem definition stage of the 
research process is not provided from qualitative research, a more thorough 
descriptive research can be undertaken through quantitative research. This research 
project will follow a qualitative approach and the relationships among variables will 
not be statistically tested (Collis & Hussey, 2003). 
Survey research involves the sampling and surveying of a carefully prepared 
convenience sampling group, consisting mainly of senior management. 
 
  
World Trade 
Organisation 
SA 
Government 
DTI  
MIDP   
1995 - 2012 
APDP 
2013 -  
2020 
Figure 3: Conceptual model of the research, Source: own construction 
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1.9.1 The sample 
Convenience sampling will be used to select a sample of 95 senior staff members 
from various 1st tier automotive manufacturing concerns in South Africa. The sample 
will be stratified to include senior management at the selected organisation. A 
structured questionnaire based on surveyed research will be distributed (electronic 
mail) to all the leading managers and staff members of the automotive concern.  
Anonymity and confidentiality will be strictly guaranteed. Follow-ups will be 
conducted to ensure a good response rate. A survey type questionnaire will be 
compiled to quantify measurements based on a representative sample. 
1.9.2 The measuring instrument 
A self-constructed Likert scale will be used to measure industry‘s behaviour and 
acceptance of the revised MIDP / APDP. The questions will be linked to a five point 
scale ranging from strongly disagree to strongly agree. Some of the questions will 
have an open-ended design to ensure a free flow of views and opinions. For the 
purpose of this study the researcher is the measuring instrument. The format of a 
typical five-level Likert scale, for example, could be: 
 Strongly disagree / Disagree / Uncertain , neither agree nor disagree / Agree / 
Strongly agree 
1.9.3 Outline of the study 
The proposed study will be divided into five chapters. Chapter 1 summarises the 
definition of the research problem, motivates why the research is conducted and 
concludes with the aim and method of the research.  
Chapter 2 is dedicated to the literature review which will be divided into two parts: 
economic growth in developing countries and the MIDP/APDP as an industrial policy. 
This chapter will cover nine topics, with the following headings: 
  2.1  Introduction 
  2.2   The South African automotive industry 
  2.3   The global automotive industry  
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  2.4   Economic growth theory 
  2.5   Economics of the MIDP / APDP  
  2.6  Strategies for achieving growth 
   2.7  Restructuring in the component industry 
   2.8  Implication of economic growth 
  2.9   WTO compatibility of the APDP 
The literature review will include concepts of economic growth pertaining to less 
developed nations and the strategies needed to ensure economic development by 
means of the APDP. The ultimate aim of the literature review is to gain a clear 
understanding of the economic policies surrounding the APDP. 
The remaining chapters are arranged as follows: 
 Chapter 3 - Research Methodology 
The research methodology will lay out the methodologies used in the investigation. 
The methodology will show an explorative examination of the different relationships 
within the MIDP and the APDP as well the influence of trade policies on economic 
growth and exports. The methodology will also frame the research paradigm with a 
strong emphasis on the validity and reliability of collection methods. The researcher 
will also refer to some ethical considerations. 
 Chapter 4 - Analysis and Discussion 
Chapter 4 will analyse and discuss the empirical results of the questionnaire. The 
relationship between the two programmes, economic growth and improved economic 
performance of the two programmes, will be covered. 
The researcher will interpret and explain the results in detail being cognisant of the 
fact that the research is of an exploratory nature. The information was gathered 
through analysing reports, documents, journals and conference documents. A 
comparison of the two main programmes is also analysed in this section. 
 Chapter 5 - Conclusion and Recommendations 
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Chapter 5 will discuss the concerns and provide recommendations based on the 
empirical results. Concerns and anomalies with regard to the MIDP and APDP 
programme will be discussed in chapter 5. The researcher has interviewed various 
industry experts and their comments and views have been incorporated in the study. 
The research will end with concluding remarks and further recommendation for 
research.  
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CHAPTER 2 
LITERATURE REVIEW 
2.1 Introduction 
The Motor Industry Development Programme (MIDP) was introduced in September 
1995 to assist the automotive industry in becoming globally integrated and 
subsequently to increase its competitiveness. Since its implementation in 1995, the 
MIDP has been reviewed twice. It was first revised in 1999, resulting in the extension 
of its effective duration until 2012. During the year 2002, a second review was 
conducted and prolonged the programme‘s duration up to 2012. The most notable 
differences from its predecessors were the removal of the local content requirements 
on vehicles and the reduction of import tariffs, which had exceeded 100% (Flatters, 
2005). 
To facilitate measurement of the implementation results of the APDP, the objectives 
of the APDP must first be reviewed in order to determine the critical success factors 
(CSF) (Bronkhorst, 2010). 
Barnes and Meadows (2008) stated in a Financial Mail Special Report (August 31, 
2007), titled ‗On the Brink‘ that the industry appears to be at a crossroads of sorts, 
with growing international competitiveness pressures, local policy issues and a 
perceived lack of firm level competitiveness, blending together into a potentially 
dangerous cocktail that could undermine the industry‘s future development. (Barnes 
& Meadows, 2008) 
South Africa as a developing country has a long way to go in terms of its 
development and growth strategy. As an infant industry one would want to maintain 
some form of protectionism. However, South Africa has already agreed to the WTO‘s 
policies on trade and tariffs. On the one hand, it is good to have joined the global 
market, but on the other South Africa lack the necessary infrastructure to support 
such a decision. This study will examine the current policy and highlight some of the 
criticisms it has suffered from industry experts. The study will also show that there 
are advances and successes to celebrate (Barnes & Meadows, 2008). 
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The Minister of Trade and Industry (Davies, 2010) states that a review of South 
Africa‘s trade policy was initiated by the DTI through the department of International 
Trade and Economic Development (ITED); several considerations underpinned this 
undertaking. It was considered necessary to review and assess the experience and 
lessons of the trade reform process that had been undertaken in South Africa 
following the advent of the democratic transformation in 1994. The ITED division of 
the Department of Trade and Industry aims to provide trade-policy leadership to 
contribute to South Africa‘s economic development. 
The aim of the ITED programme is to support trade and investment links with the 
main economies, to promote a multilateral trading system that is robust and 
unbiased. A system that incorporates the culture of Africanism in its development 
and economic integration policies that is comprehensive enough to include the 
New Partnership for Africa's Development (Nepad) agreement (Davies, 2010). 
One of the largest and foremost manufacturing sectors in the South African economy 
is the automotive industry. From the time the MIDP was introduced the industry has 
streamlined on a more efficient and effective basis. Under the flag of the MIDP, the 
industry was able to expand and achieve increased manufacturing volumes, 
increased exports, achieving significant growth in production volumes, and 
investments whilst steadily upholding employment levels (Corbett et al., 2011). 
The automotive industry has strong linkages with other supporting industries such as 
plastics and chemicals, some of the other industries include high pressure aluminium 
die casting, machine building, engineering related sectors and advertising and tooling 
(Davies, 2010). 
The way forward is an all-inclusive policy intervention which will consider South 
Africa‘s commitment to the WTO, its multilateral trading partnerships and 
agreements. More specifically the WTO regulates the extent to which trade policy is 
introduced, in fact there are many tariff areas that need attention but the possibility of 
increases on these tariff lines are WTO regulated (Davies, 2010). 
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The World Bank Report (1991) reiterates the consensus that has emerged in the last 
two decades; competitive markets are the most effective way for organising 
production and the distribution of goods and services. The fundamental notion of the 
World Bank‘s analytical approach has been that domestic and international 
competition provides the incentives that unleash entrepreneurship and technological 
progress (Cook & Uchido, 2004). 
On the whole, the majority of industries irrespective of the level of development of the 
countries of their origin, initially established both technological and trade 
competitiveness by maintaining trade advantage without a corresponding advantage 
in technology. This appears to have been achieved through a process of learning by 
doing linked to an exposure to international competition (Cook & Uchido, 2004). 
2.2 The South African automotive industry 
Since the early 1990s, the SA automotive industry has been through a rapid process 
of adjustment as protection reduced. The globalisation of the industry has received 
much attention. Much of the focus has been on the rapid increase in automotive 
exports and the Motor Industry Development Programme (MIDP) – introduced in 
1995. The MIDP is generally credited with having played a very significant role in 
promoting competitiveness and export expansion. Imports constitute the other side of 
the adjustment coin and have received much less attention.  
In assessing the impact of globalisation, the supply response of firms to the 
realignment of incentives towards global rather than domestic markets is a 
fundamental determinant. In any process of liberalisation, import expansion would be 
anticipated but successful adjustment may require new investment and growing 
efficiencies to at least partly offset the impact of declining protection (Black & Bhanisi, 
2006). 
The overall picture in the SA automotive sector is that exports have increased very 
rapidly but imports have expanded rapidly as well. The growth of vehicle imports is 
clearly visible on our roads. Consumers have benefited from a rapidly expanding 
range of makes and models, many of which are imported. Less visible and more 
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difficult to measure is what lies beneath the bonnets of the half million vehicles being 
assembled annually in SA. Each vehicle contains some 10 000 components which 
constitute the heart of the industry. A significant percentage of these components are 
imported (Black & Bhanisi, 2006). 
2.3 The global automotive industry 
In order for South Africa to be accepted in the world arena as a global trading partner 
many sacrifices were made. Some critics believe that we have a long way to go 
before the nation will bear the fruits of all these investments. The optimistic goal that 
was set for the automotive industry of 1.2 million vehicles by 2020 has led to a 
strategic implementation of the MIDP. However the global automotive industry cried 
foul because this policy is not WTO compliant. South Africa has now reviewed the 
MIDP and implemented the APDP in January 2013 (Automobil Admin, 2012). 
One of the key objectives of the MIDP is for the creation of a stable job environment. 
Currently unemployment is at just more than 25%. The lack of a skilled work force 
has to some degree delayed the effectiveness of the MIDP. Government is now in 
the process of drafting legislation for the APDP policy document, within the MIDP 
framework which will encourage training and development of employees. The 
question of skill levels and education is once again opening its doors for foreign 
skilled labour to underpin our industry‘s development plans. In some cases this was 
the basis for xenophobic attacks and unrests (Engineering News, 2012). Figure 4 is 
showing the MIDP incentive scheme and tariffs. 
 
Tariffs CBU CKD Duty Free Allowance (DFA) 
2007 30% 25% 27% of locally produced domestic 
sales remained till 2012  2008 29% 24% 
2009 28% 23% 
2010 27% 22% 
2011 26% 21% 
2012 25% 20% 
Export Benefits (IRCCs) Productive Asset Allowance 
 Based on exported content 
20% of qualifying investments 
Targeted at OEMs rationalisation  
Figure 4: MIDP incentive scheme Source (Mlota, 2008) 
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A citation by Barnes and Meadows (2008) state that, ―As the world‘s largest 
manufacturing sector, the automotive industry accounts for approximately 15% of 
global gross domestic product (GDP). In value terms, this equated to US $645 billion 
in 2003. This figure is moreover expected to reach US $903 billion by 2015. 
Unsurprisingly, given its scale of operation, the automotive industry has become one 
of the world‘s largest global employers‖ (Barnes & Meadows, 2008).  
OICA estimates that the industry is responsible for one in nine jobs in developed 
countries. At a broader level, OICA estimates that approximately 8.8 million (primarily 
skilled) jobs are directly linked to the automotive manufacturing sector worldwide. In 
total there is approximately 50 million people that earn their living from all kinds of 
vehicles, trucks, buses and coaches (OICA, 2010).   
Table 5 below depicts world automotive employment figures.  
World Automotive Employment 
Argentina 12 166 Germany 773 217 Romania 59 000 
Australia 43 000 Greece 2 219 *Russia 755 000 
Austria 32 000 Hungary 40 800 Serbia 14 454 
Belgium 45 600 *India 270 000 Slovakia 57 376 
*Brazil 289 082 Indonesia 64 000 Slovenia 7 900 
Canada 159 000 Italy 196 000 South Africa 112 300 
*China 1 605 000 Japan 725 000 Spain 330 000 
Croatia 4 861 Korea 246 900 Sweden 140 000 
Czech Rep. 101 500 Malaysia 47 000 Switzerland 15 500 
Denmark 6 300 Mexico 137 000 Thailand 182 300 
Egypt 73 200 Netherlands 24 500 Turkey 230 736 
Finland 6 530 Poland 94 000 UK 213 000 
France 304 000 Portugal 22 800 USA 954 210 
It can be seen that in 2010 South Africa was at an employment rate of only 112 300 
employees OICA (2010). Compared to the other *BRICS nations as shown in table 5, 
South Africa has the least amount of automotive industry employees.  
  
Table 5: World automotive employment figures Source: OICA (2010) 
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Table 6 below provides a snapshot of South Africa‘s employment figures for the 
years 1995 and 2006. 
  Assembly  Component  Tyre  Motor Trade  Total 
1995 38,600 65,500 11,000 178,000 293,100 
2006 37,900 78,000 6,500 198,000 320,400 
As an emerging market South Africa must ensure that their ambitious pursuit of 
national developmental objectives is integrated into a continuously growing economy.  
Davies (2010) comments that, strategic integration should aim at ensuring the 
preserving of the policy space to pursue national objectives while leveraging the 
benefits of more integrated regional and global markets. Davies further states that 
South Africa is aiming at broadly favourable developmental objectives that favours 
and supports the country‘s national objectives. For all intents and purposes South 
Africa will need to realign itself with the objectives of a developing a country, what the 
agreement and negotiations entail will be negotiated on a very high level of 
multilateral talks (Davies, 2010). 
Depicted below is the total employment for the South African automotive industry 
from 2008 - 2013. 
 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
2008 2009 2010 2011 2012 2013
Employed 13750138791381114027138431359513133132501307613061129751313213118131251331813497134221344713645135771362113721
12800
13000
13200
13400
13600
13800
14000
14200
Motor Industry Employees 
Th
o
u
sa
n
d
s 
Table 6: Employment in the automotive sector 1995 – 2006 Source: Barnes (2009) 
Figure 5 : Total Employment, 2008 to 2013 Source: (Statistics South Africa, 2013) 
 
 
34 
 
In Q4 of 2008 (14 million), the highest level of employment was noted and during the 
post-recession employment phase the number of employed people deteriorated to 
12, 9 million in Q3 of 2010. Between Q3:2010 and Q2:2013, total employment 
augmented by 74 600 and in Q2:2013 number of 13, 7 million people were employed 
resulting to a 100 000 job increase compared to Q1:2013, and an increase of 
274 000 persons compared to the same period last year (Statistics South Africa, 
2013).  
Compared to the 2010 employment figure as reported in Table 5, an employment 
growth of 22% was achieved. 
Since 1994, South Africa has experienced a considerable pricelist reform and is now 
―reasonably‖ protected compared to competitors explains Davies. This is the result of 
South Africa being classified and undertook obligations as a developed country 
during the Uruguay round of multilateral trade negotiations. Currently the simple 
average of the final bound rate is 20.9%, with tariffs on agricultural products (WTO 
definition) bound at ceiling rates averaging 43.5% and tariffs on non-agricultural 
products bound at ceiling rates averaging 18.1%. South Africa‘s simple average Most 
Favoured Nation (MFN) tariff applied rate declined from 15% in 1997 to 8.2% in 2006 
(Davies, 2010). 
Directness to international trade is often thought to be conducive to economic growth. 
Apart from classical comparative-advantage arguments, directness tends to promote 
competition and therefore, efficiency. Barro (2001) states that international openness 
is an important contributor to economic growth; the basic measure of openness used 
are the ratio of exports plus imports to GDP. Such as is well known, though, this ratio 
tends to be greater the lesser the country. Fundamentally the internal trade within a 
large country substitutes for much of the commerce that a small country would 
typically carry out with other countries. Henceforth, only the international trade that 
varies from the value usually associated with country size would reflect policy 
influences like the trade barriers (Barro, 2001). 
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2.4 Economic growth theories 
Economic growth are defined as the annual rate of increase in total production or 
income of an economy. Furthermore, positive economic growth occurs when total 
real production or income is growing at a faster rate than the population. However in 
practice, economic growth is simply measured by determining the annual growth in 
real production or income (Mohr et al., 2008). 
Fedderke (2010) states that output efficiency, concepts of innovation and human 
capital is at the centre of conventional economic growth concepts. Empirical studies 
have shown that human capital will bring about a significant growth in the SA 
economy. 
The economic growth rate for South Africa averaged around 3%, for the period 1994 
and 2002 and this accelerated to an average of just over 5% for the following 5 years 
ending in 2008. The eight years of uninterrupted growth can be ascribed to the 
positive and favourable conditions inside and outside of South Africa; this attributed 
to the strong commodity price hike, positive capital inflows, a strong domestic 
consumption and increasing asset prices, making SA susceptible to external shocks 
through commodity price volatility and a possible reversal in investment sentiment 
(Davies, 2010).
Fedderke et al., (2005) state that the relationship between an economy and its 
economic infrastructure is analogous to that between a building and its foundation. 
Economic infrastructure typically exists not for its own sake but rather to support 
various kinds of economic activity. Endogenous growth demonstrates that an 
important attribute of infrastructure expenditure by the public sector is that it raises 
the marginal product of other capital used in the production process, although only up 
to a point. Government spending is subject to diminishing marginal product and once 
this falls below unity the financing of additional infrastructure services through higher 
tax revenue becomes counterproductive.  
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Edigheji (2007) states that improved economic conditions and the driving force of a 
nation is the fuel that propels a growing economy. The institutions that compliment 
human capabilities are what propels improved living conditions and the growth of an 
economy. No matter how much one invests in education and the intitutions of 
education, without investing in the people, even the most promising natural resource 
endowments become a ―resource curse‖.  
An investment in plant and equipment will also be a complete waste without investing 
in human capital. Looking at one of the major cities in the USA, city of Detroit 
Michigan this is another example of no matter how much one invests in property, 
plant and equipment without an investment in the people or jobs, prosperity is not 
guaranteed (Edigheji, 2007). 
Fedderke (2010) states that the salary scale of an employee is an important factor for 
job prospecting. Further stating that a declining labour pool would require mechanism 
that consider nominal wage decreases and falling real wage, this amid the fact that 
real wage for the period 1995 to 2005 has not shown substantial changes.  
In South Africa, It is however well-known that many other factors are influencing the 
employment market. Fedderke (2010) explains that finding a job is not easy, there 
seems to be a general lack of support for the informal sectors with start-up cost being 
very high, poor job creation, access to social grants and education are all contributing 
factors to the crime statistics. Government has agreed to take the issue of wage 
subsidy serious, this point to the fact that they acknowledge the effects of 
unemployment on the economy and the labour market as a whole, economist agree 
that wage subsidy might not be ideal but at least something are being done to 
address the high unemployment rate. The question still remains can South Africa 
afford this kind of intervention as it directly affects fiscal policy. 
Fedderke (2010) continues to explain that, developing economies are at times too 
small to become self-reliant and too small to make any real impact on the growth of 
their local economies. A continued reliance on external support by means of export, 
import agreements is an essential part of their on-going success. Large firms have 
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the ability to provide sufficient support for local industries which will allow for 
economies of scale that could become an attractive alternative to imports. South 
Africa has implemented fairly liberal trade policies to support trade its developing 
economy. The limitations or the extent of pricing power on the South African 
producers are not yet clearly defined. 
Growth in productivity as an instrument of Total Factor Productivity (TFP) measure 
the human capital in terms of its quality rather than quantity that will impact positively 
on productivity. In contrast to industry concentration and openness to trade, studies 
have shown that it‘s openness to trade has a positive impact on the possible growth 
of an economy (Fedderke, 2010). 
Fedderke (2010) states that there is a strong correlation between countries with a 
higher R and D spending (2% to 4%) as a percentage of their GDP; this correlation 
shows a strong reliance on innovation (innovative products) in their growth structure. 
South Africa‘s on-going dependence on TFP has allowed for the gathering of 
increased productivity advances; however the poor investing in R and D is clearly an 
indicator of a frail growth structure. 
A factor of productivity has always been the level and quality of education, the South 
African schooling system has performed poorly in the areas of mathematics and 
science, which are key drivers for any economy. The uneasiness regarding the 
application of mathematics and science is universal; universities are showing a 
downward trend for student graduating in the fields that require mathematics and 
natural sciences (Fedderke, 2010). 
The poor performance of the education system has received allot of attention, 
systems was implemented to constrain any further deterioration of the system; 
proportional expenditure was increased, social security networks was strengthened 
and skill shortage was addressed (Flatters, 2005).  
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2.5 Economics of the MIDP / APDP 
Flatters (2005) explain that the MIDP was the reason for a re-orientation local motor 
vehicle industry.  The rebate credit certificates have allowed OEMs to import 
components duty free realising a fairly generous export incentive. Through the PAA 
system and incentive was allocated for those investments dedicated to exports and is 
also realised through duty reductions for imported models and subcomponents. A 
duty free allowance facilitated the reduced import cost for local production. Not 
surprisingly, the resultant has been the increasing growth of vehicle imports and 
exports as well spare part importation, new vehicle models. (Flatters, 2002).  
He further explains that the incentive system of the MIDP is a very challenging to 
administrate. The complexity of the MIDP admin system has received allot of critique 
for its degree of difficulty and high cost of compliance. For the companies, the paper 
trail for compliance meant every component and every little detail must be 
documented, tracked and traced back to what was imported and what was exported 
on a vehicle an extremely tedious process, requiring the help of numerous admin 
staff. ―Multinational firms armed with sophisticated management systems and 
specialist auditing consultants claim to be unable to understand or contest 
administrative decisions on their accruals and uses of MIDP import duty reduction 
privileges‖ (Flatters, 2002).  
There is a close collaboration between industry and government; this is mainly due to 
the inherent design complexity of the MIDP. Unavoidably many of the decision 
making are being politicised which tends to create unnecessary tension that reduces 
the industry competitiveness. The complexities of the programme make it very tricky 
to estimate its true economic value (Flatters, 2002).  
Prior to the implementation of the MIDP there was very little protection for motor 
vehicle exporters. The cost of importing sub-components to assemble vehicle were 
very high, exporters were competing at the level of developed nations, thus escalated 
the cost of local content. Due to the effects of negative protection, major exporters 
were not even considering the possibility of competing in export markets. ―The MIDP 
has changed this in a major way‖ (Flatters, 2002). 
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With the introduction of the APDP, the government's DTI is aiming at a deepening of 
local content by means of improving the volumes of locally assembled vehicles and 
the factors of production hindering growth (Davies, 2008). Therefore, the APDP 
cannot be an export based incentive as it might be inconsistent with WTO. Under the 
APDP locally sold product will not be discriminated against (Mpahlwa, 2008). 
Government is now considering the long-term development of the automotive sector 
by doubling production to 1.2 million vehicles by 2020 and deepening of the local 
components industry (Davies, 2008). Figure 6 below shows what is the planned ramp 
volumes until 2020. 
 
The revised MIDP programme or Automotive Production and Development 
Programme will have the following four key elements namely: tariffs, local assembly 
allowance, production incentive allowance and automotive investment allowances. 
These are explained below: 
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2.5.1 Import Charges (Tariffs) 
Additional import charges on motor vehicles and sub-components will remain at 2012 
levels, for vehicle assemblers and importers. Vehicle assemblers will receive a credit 
certificates (not cash) based on stable and moderate import tariffs of 25% on CBU 
light vehicles and 20% for components used in motor vehicle assembly produced 
domestically, that is, on original equipment components, through to 2020. A 
preferential agreement will result in imported vehicles from the EU paying only 18% 
duty, providing a moderate duty rate which should be sufficient motivation for 
assemblers to increase their volumes in line with the 1.2 million production target. 
(AIEC, 2011). Figure 7 depicts the tariff regime from 1995 - 2020. 
2.5.2   Local Vehicle Assembly Allowance (VAA) 
Vehicle assemblers who yield more than 50 000 vehicles annually may receive a 
stipend based on vehicle sales value. The stipend may be used to pay for the duty on 
sub-components; this allowance will start at 20%, reducing to 18% over a three year 
period (Corbett et al., 2011).  
'95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20
CKD Tariff 49 46 43 40 37.5 35 32.5 30 29 28 27 26 25 24 23 22 21 20 20 20 20 20 20 20 20 20
CBU Tariff 65 61 57.5 54 50.5 47 43.5 40 38 36 34 32 30 29 28 27 26 25 25 25 25 25 25 25 25 25
65 
25 25 25 25 25 25 25 25 
30 
20 20 20 20 20 20 20 20 
South African automotive industry tariffs: 1995 to 2020  
APDP  MIDP Tariff  
Regime 
Year 
P
er
ce
n
t 
Figure 7: Tariff regime reduction trajectory: 1995 to 2020 Source: (Ellis, 2008) 
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2.5.3   Production Incentive (PI) 
As illustrated in figure 8, as of 2013 the PI will start at will 55% and gradually 
reducing to 50% of value added in 2020. Computed in very simple terms are, sales 
less the raw materials cost, support will be in the form of a DF-IRC, replacing the 
MIDP export based scheme.  
An additional 5%-10% was allocated to vulnerable sub-sectors (Zalk, 2008). 
As cited in the automotive export manual; incentive will flow through the supply chain 
to the end-producer, which will be the vehicle assembler or, in the case of component 
exports or replacement parts, the component manufacturer (AIEC, 2011). 
Figure 8 illustrates the PI calculation percentages for each year until 2020. 
Year  Production 
incentive - 
% 
CBU 
duty -  
% 
CBU 
adjustment - 
% 
Benefit : 
CBU 
imports –  
% 
CKD 
duty –  
% 
Benefit: 
CKD 
imports – 
 % 
2013 55 25 80 11 20 11 
2014 54 25 80 10.8 20 10.8 
2015 53 25 80 10.6 20 10.6 
2016 52 25 80 10.4 20 10.4 
2017 51 25 80 10.2 20 10.2 
2018 50 25 80 10 20 10 
2019 50 25 80 10 20 10 
2020 50 25 80 10 20 10 
The value-add support is planned to encourage increasing levels of local value 
addition along the automotive value chain with positive spin-offs for employment 
creation (Pitot, 2011).  
2.5.4  Automotive Investment Allowance (AIS) 
The AIS has replaced the PI in 2009; this assistance has replaced the current 
Productive Asset Allowance (PAA) and will be 20% to 30% of the projects qualifying 
Figure 8: APDP's Production Incentive (PI), based on value added Source: Barnes (2009) 
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investment in plant, machinery and building, paid over to participants over a three-
year period (Corbett et al., 2011).This support will be available to encourage 
investments by vehicle assemblers and component manufacturers in a manner that 
supports equipment upgrading (Corbett et al., 2011).  
Figure 9 below shows the relationship between all four of the APDP components. 
Tariffs Local Assembly Allowance 
 ≥50 000 unit in plant qualification
 20% in 2013
 19% in 2014
 18% in 2015 till 2020
Applicable to all vehicle production 
Production Incentive 
 55% in 2013
 1% annual reduction
 50% in 2018 till 2020
 Additional 5% for specified firms
Automotive Investment Allowance 
20% of qualifying investments 
 Allow participation of suppliers
 Fund outside duty pool
 Payable over a period of 3 years
The level of support will remain at 20% (same level as existing PAA), but will be 
accessible to both OEMs and component manufacturers; and will not need to be 
underwritten by an OEM - simply needs to be a bona fide automotive manufacturing 
investment. It will be payable over three (and not five) years, so there will be a 6.33% 
annual benefit over three years as opposed to only 4% over five years. An additional 
10% may be made available to firms for investment linked training and high costs 
associated with sinking advanced capital into projects (Barnes & Black, 2008). 
Figure 9 : APDP Summary issued by the DTI.  Source: Mlota, 2008 
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2.6 Strategies for achieving growth 
Ultimately the South African governments‘ expected outcomes for the APDP are the 
following:  
 Increase in vehicle production volumes to lead to increased localisation of
supply
 Increasing local content to result in sustainability and growth of job
opportunities
 Increased local content to have a positive impact on trade balance (Mlota,
2008). 
In order for industry to achieve these outcomes, the following strategies for growth 
need to be adhered to: 
2.6.1 The advantages of common models 
Humphrey (2003) points out that, in design the pursuit of achieving economies of 
scale have increased in importance for global vehicle companies as vehicle models 
are replaced more frequently and have become more complex and sophisticated. 
The engineering development costs of designing new vehicles are substantial. 
Increasing safety requirements and customer sophistication in the areas of road 
handling and driving, mean that particular emphasis is put on the design of the 
vehicle platform, the floor plan of the vehicle and the suspension, steering, and so 
on. In order to curb design costs, firms have been using common platforms for a 
variety of vehicles with the same market and extending platform commonality.  
It is common understanding that companies such as Volkswagen and Peugeot SA 
plan to use the same platform for different brand names inside the company, 
maintained The United Nations Development Organisation (UNIDO). Nissan and 
Renault followed in the same direction after their cooperative venture partnership.  
Ford motor company and General Motors (GM) have also been emerging common 
platforms for vehicles produced not only by their long customary brands, but also for 
more recently attained brands, like the Jaguar and Saab. Humphrey (2003) further 
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maintains that, spreading platform design across various models significantly 
reduces costs, which are further reduced by maximising the number of common 
components between models. The logical extension of this process is to maximise 
the number of common models across all markets, including developing countries. 
This not only reduces design costs, but also increases the speed with which new 
models can be introduced in non-core markets (Humphrey, 2003). 
Humphrey (2003) further states that the development of common models across 
markets has one further advantage; it reduces exposure to the volatility of demand in 
any particular market. This was a principal aim behind Ford's strategy of developing a 
small car replacement that would be almost identical for the markets of Europe and 
Mercosur. Not only would design and component manufacturing costs be reduced, 
but also flexible sourcing from plants in both regions would allow a more efficient 
response to demand fluctuations. For example, if demand increased more rapidly 
than expected in Mercosur vehicles could be imported from Europe. This integration 
of developed and developing country markets would address two key problems 
facing emerging markets; volatility of demand and inefficient scale. 
Humphrey (2003) explains that in the ideal scenario, the emerging markets would be 
integrated into a global division of labour which would in turn provide overall scale to 
spread vehicle development costs, open up cheap production sites for the production 
of selected vehicles and components, and provide new markets for higher-end 
vehicles, which would still be produced in the triad economies, United States, 
Canada, Mexico, EU, Japan. It has been an established belief that these were the 
areas with the majority of output/GDP since the 1950s.  
Humphrey (2003) argues that in practice, this objective has proved elusive. Ford, 
probably the most aggressive proponent of the ―global‖ car, was forced to abandon 
the objective of producing a single small car for the European and Mercosur markets. 
The safety, ride and handling characteristics required for success in Europe could 
only be achieved at a price which was too high for the requirements of the Brazilian 
market. There are a number of reasons why passenger vehicles still have to be 
adapted to meet the needs of different markets.   
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According to Humphrey (2003) the reasons are:  
 Income 
Customer requirements vary with levels of income. Consumers in high-income 
countries are willing to pay for more sophisticated vehicles. Even small vehicles in 
advanced-country markets have structural characteristics and add-on features 
frequently not found in developing countries and also not usual in vehicles even ten 
to twenty years ago in the advanced markets. 
 Standards and regulations 
Countries differ with regard to regulatory matters such as safety, emission standards 
and recycling, even though developing countries are tending to raise their own 
standards. Compliance with such regulations has a big impact on price and 
performance. 
 Driving conditions 
In developing countries roads and fuel are often of poorer quality than in developed 
countries. This requires vehicles to be adapted to local conditions, particularly with 
regard to strengthening the body, suspension, steering, and so on. 
 Consumer preferences 
Consumer preferences arise partly in response to the characteristics of particular 
societies and also as a result of path dependence. For example, Brazilian consumers 
bought United States-style cars assembled from CKD kits until the mid-1950. When 
Ford and GM refused to develop local car production with high local content, the 
market became dominated by European producers typically assembling European 
cars. By far the best-selling vehicle in the 1960s and 1970s was the VW Beetle. This 
created a persisting preference for European-style cars. 
 Taxation 
Taxation policies can have a significant impact on vehicle demand. This was seen 
clearly in Brazil in the 1990s. Tax concessions on ―popular‖ cars shifted demand 
towards small and cheaper vehicles. Similarly, in Thailand favourable taxation for 
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pick-ups created a market in which demand was overwhelmingly oriented towards 
light pick-up trucks. In 1996, passenger cars accounted for only 30% of all vehicle 
sales in Thailand, compared with 76% in neighbouring Malaysia. As a result, 
Thailand is one of the world‘s leading producers of light pick-ups (Humphrey, 2003). 
2.6.2 The impact of change on the components industry 
How do changes in the nature of the global assembly sector influence the nature of 
the components industry? Humphrey (2003) states that the answer maintains is 
particularly important for developing countries. For many of these countries, one of 
the key reasons for promoting the automotive industry was to encourage the 
development of domestic components industries. These would not only create jobs 
and reduce the effect on the balance of payments of imports of vehicle parts, but also 
stimulate domestic technological capability more generally through spill over effects. 
Vehicle manufacturers in North America and Western Europe reduced their in-house 
production levels and began to transfer design functions to their leading suppliers. 
The impact of the increasing global reach of assembly companies on the 
components industries of developing countries can only be understood fully in the 
context of these changes in assembler supplier relationships (Humphrey, 2003). 
2.6.3 Assembler-supplier relationships in the global auto industry 
Humphrey (2003) explains that, first there was a shift in design activities from 
assemblers to suppliers, together with increasing dialogue around design between 
the two parties. The suppliers, who had previously provided ready-designed parts (for 
example, batteries) for many different companies in the period of mass production, 
moved towards greater customisation, tailoring their products to the needs of specific 
companies. Similarly, many of the subcontracting companies that had formerly 
worked to the assemblers‘ designs moved towards offering their own design 
solutions. In both cases, the assembler provides the overall performance 
specifications and information about the interface with the rest of the car and the 
supplier then designs a solution using its own technology. 
Second, there was a shift towards the supply of complete functions (systems, sub-
assemblies or modules) rather than individual components. A 1st tier supplier 
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becomes responsible not only for the assembly of parts into complete units 
(dashboards, brake-axle-suspension, seats, cockpit assemblies and so on), but also 
for the management of second-tier suppliers. The assembler would previously have 
put these modules or systems in-house, using parts supplied by many different 
component companies. In the past, an assembler might design a seat, prepare 
detailed drawings of 20-30 separate elements, source suppliers for each, receive the 
parts and assemble components into seats in-house. Now, the assemblers look for 
firms that will design and supply the whole seat, or even a seating system, including 
headrest, seat belts and pre-tensioners. This has become part of the process of the 
increasing outsourcing to suppliers (Humphrey, 2003).  
Thirdly according to the assemblers became more involved in the specification of the 
production and quality systems of their suppliers. With the increasing importance of 
just-in-time (JIT) production systems and the imposition of quality-at-source, even 
simple tasks became more critical for the overall efficiency of the operations. The 
assembler had to invest in its relationships with suppliers. Accordingly, it made sense 
to have longer-term relationships with fewer suppliers (Humphrey, 2003).  
These changes took place at the same time as the assemblers were standardising 
platforms and models across their constituent companies and divisions, in order to 
reduce development costs, obtain economies of scale and facilitate trade between 
regions. This meant that developing countries were increasingly considered less as 
isolated national markets and more as potential parts of global production systems. 
This was a major change in strategy. Auto companies had previously kept developing 
countries out of phase with their core markets, producing models which were 
specifically developed for local markets (for example, the best-selling VW and Ford 
models in Brazil in the 1970s), or delaying the introduction of new models until well 
after they had been produced in Europe and North America. As a result of increasing 
competition in emerging markets, the assemblers updated their model ranges. 
Humphrey point out that those consumers in Brazil and India can now buy models 
that are similar, if not identical, to those sold elsewhere. Even so-called third-world 
cars, such as the Fiat Palio and Honda City, are based on established platforms and 
assembled in various countries (Humphrey, 2003). 
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2.7 Restructuring in the components industry 
South Africa had a vehicle park (number of registered vehicles) of 9.8 million at the 
end of December, 2010 of which 5.6 million or 56.9% comprised passenger cars. The 
South African automotive industry incorporates the manufacture, distribution, 
servicing and maintenance of motor vehicles and components (Automobil Admin, 
2012). 
Automobil Admin (2012) explains that the global auto industry at the beginning of the 
21st century is composed of a number of different subsections. The requirements of 
these different sections are quite distinct. Assemblers and global mega-suppliers 
need global reach, innovation and design capabilities, as well as considerable 
financial resources. In the second tier, global reach is not required, even though 
there are some tendencies towards internationalisation in this sector. 
Automobil Admin further points to the competences needed in the third-tier are much 
less, but the returns are much lower. Finally, the aftermarket section offers a 
completely different route to customers. The business is much more fragmented and 
access is easier, however this section is very price-competitive.  
Black & Bhansi (2006) identify an objective of the MIDP was to increase the volume 
and scale of production though a greater level of specialisation in terms of both 
vehicle models and components. Essentially what was required was a transition from 
CKD assembly, which typically has been characteristic of vehicle production in 
protected developing country markets through a transition stage to full manufacturing 
(Table 7).  CKD assembly involves relatively light investments, in spite of the fact that 
the need for precision welding and advanced painting processes in modern CKD 
plants increasingly require larger capital outlays. Under CKD assembly, production 
costs are usually quite high, especially if a high level of localisation is stipulated by 
government policy (Black & Bhanisi, 2006). 
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 CKD assembly Transition  Full manufacturing 
Target market  Domestic 
Domestic and 
export 
Domestic and export 
Level of company 
integration with 
parent company 
Low; import of CKD 
packs 
Medium High 
Model line up Many models One or two  One or two 
Derivatives 
Limited to reduce 
cost  
Full range to supply 
export market  
Full range to supply 
export market 
Local content 
Generally low but 
may be quite high 
as a result of local 
content 
requirement 
Moderate, based 
primarily on cost 
factors 
Medium to high  
Quality Below source plant  
Equal to source 
plant  
Equal to source plant  
Production Cost High 
Medium; penalties 
incurred by high 
logistics cost 
Low 
Domestic design Local adaptations None 
None - may do 
worldwide R and D in 
niche areas 
For globally competitiveness there are certain requirements in the auto industry that 
must be adhered to, Humphrey (2003) refers to the following key requirements: 
2.7.1  Assemblers 
Increasing scale required to spread costs of vehicle design and  branding. Innovation 
and design capabilities remain critical as first movers in  new markets sections can 
gain important rents while other companies catch up. Some companies, such as 
Ford, appear to believe that core competences lie more in branding and finance, and 
they are outsourcing parts of manufacturing. Others, such as Toyota, maintain an 
emphasis on manufacturing excellence and competence. 
2.7.2 Global mega-suppliers 
These firms supply major systems to the assemblers. They are sometimes referred to 
as "Tier 0.5" suppliers, because they are closer to the assemblers than the first-tier 
Table 7 : Stages in the development of vehicle production in S.A. Source: (Black & Bhanisi, 2006) 
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suppliers. These companies need to have global coverage, in order to follow their 
customers to various locations around the world. They need design and innovation 
capabilities in order to provide ―black-box‖ solutions for the requirements of their 
customers. Black-box solutions are solutions created by the suppliers using their own 
technology to meet the performance and interface requirements set by assemblers. 
2.7.3 First-tier suppliers 
These are firms, which supply direct to the assemblers. Some of these suppliers 
have evolved into global mega-suppliers. First-tier suppliers require design and 
innovation capabilities, but their global reach may be more limited. 
2.7.4 Second-tier suppliers 
These firms will often work to designs provided by assemblers  or global mega- 
suppliers. They require process-engineering skills in order to meet cost and flexibility 
requirements. In addition, the ability to meet quality requirements and obtain quality 
certification (ISO9000 and increasingly  QS9000) is essential for remaining in the 
market. These firms may supply only one market, however there is some evidence of 
increasing internationalisation.  
2.7.5 Third-tier suppliers 
These firms supply basic products, and in most cases only rudimentary engineering 
skills are required. A study of skills and training at different parts of the automotive 
value chain in Brazil showed that in the third-tier of the component chain, skill levels 
and investments in training were limited. At this point in the chain, firms compete 
predominantly on price.  
2.7.6 Aftermarket 
A further important segment of the automotive value chain is the market for 
replacement parts. This is the sector that many firms in developing countries first 
enter; even before local assembly sectors were developed. Nowadays, there is an 
international trade in aftermarket products. Firms in this section compete 
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predominantly on price. Access to cheaper raw  materials and process engineering 
skills is important. Innovation is not required because designs are copied from the 
existing components, however reverse engineering capability and competence to 
translate designs into detailed drawings are important (Humphrey, 2003). 
2.8 Implication of economic growth  
Davies, (2010) in his presentation to cabinet referred to the adoption of the 
Accelerated and Shared Growth Initiative for South Africa (ASGISA) in February 
2006 as signalling the government‘s intention to pursue a developmental strategy 
that will promote and accelerate economic growth along a path that generates 
sustainable and decent jobs. In pursuing the goal of decent work, the Framework 
Agreement on the social clause, agreed by government, labour and business at 
NEDLAC, should inform South Africa‘s trade policy.  
He also referred to the National Industrial Policy Framework (NIPF), adopted in 
January 2007 which seeks to encourage increased value-added production on a 
more labour-absorbing industrialisation path that can catalyse employment creation 
and diversify the economy away from its current over reliance on traditional 
commodities and non-tradable services. He also said that a broader-based 
industrialisation path should facilitate greater levels of participation of historically 
disadvantaged people and marginalised regions into the mainstream of the industrial 
economy in supporting Broad Based Black Economic Empowerment (BBBEE). 
Without appropriate pacing and sequencing, trade reform can destroy existing 
industries, including infant industries, without necessarily leading to the emergence of 
new ones. It is also necessary to recognise both the indeterminate time lag between 
liberalisation and the emergence of new economic activities, and the complexity 
involved in sequencing and implementing the complementary regulatory and 
institutional policies that should underpin trade reform programmes (Davies, 2010). 
What is clear is that in the absence of a robust industrial policy, any new industry that 
may emerge through liberalisation would be in line with static, rather than dynamic, 
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comparative advantage, implying that the economy remains locked in the production 
and export of low value products, with diminishing prospects for upgrade (Davies, 
2010). 
Three additional areas are highlighted. First, the international trade agenda has 
moved beyond its traditional focus on tariffs to encompass a range of so-called ‗new 
generation‘ trade issues such as trade in services, and the trade dimensions of 
investment, competition, intellectual property, government procurement, labour and 
the environment, amongst others. The framework sets out the broad principles and 
methodology for future work in these areas. South Africa must be able to retain the 
policy space to pursue its broad national development objectives. We will also need 
to consider existing national legislative and regulatory frameworks as they relate to 
these issues as well as an assessment of the processes, rules and norms of 
multilateral institutions that have competence over these issues.  
Second, it will be necessary to strengthen the institutional framework that ensures 
constituencies affected by trade reform actively participate in defining the terms and 
conditions of the structural adjustment process. This will ensure that the reform 
process retains both legitimacy and broad-based support. It is increasingly imperative 
that SA design and build support programmes that can cushion the costs of reform, 
particularly for workers that lose employment as a result of trade liberalisation. The 
linkages and adequacy of existing social safety nets and worker re-training 
programmes to a trade reform needs to be fully explored and developed. This will be 
the subject of future work on trade policy. The Department of Labour will be central to 
ensuring that support programmes and skills development are mainstreamed into the 
process.  
Third, greater efforts will be needed to strengthen the institutional coordination 
necessary to enhance the quality of - capacity to deliver on - South Africa‘s trade 
policy objectives. Improved institutional coordination on trade policy and trade-related 
issues is required within the DTI, amongst government departments, with the South 
African parliament, and between government and civil society. Enhanced outreach 
activities are also required to build the capacity in trade policy across South Africa in 
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universities and research institutes in order to share the government‘s perspectives 
on trade policy, to broaden and deepen the quality of debate on trade policy, and to 
build a cadre of new trade policy practitioners for the future (Davies, 2010).  
Table 8 below shows Davies (2010) comparison of the MIDP and APDP. 
 
MIDP Objectives APDP Objectives 
Encourage a phased integration into 
the global automotive industry and 
provide high-quality, affordable 
vehicles and components to the 
domestic and international markets 
Improve the international competitiveness 
of the South African automotive industry 
Make greater contribution to the 
economic growth of the country by 
increasing production and achieving 
an improved sectoral trade  balance 
Continue to encourage growth, 
particularly through exports and thereby 
improve industry‘s current trade 
imbalance 
Provide sustainable employment 
through increased production 
Stabilise and potentially increase 
employment levels 
Increasing the volume and scale of 
production by the expansion of the 
exports and gradual rationalisation of 
models produced domestically 
Encourage the rationalisation of platforms 
to achieve economies of scale in 
assembly 
Following the introduction of APDP in 2013, certain growth outcomes are anticipated 
by the DTI. Table 9 below is depicting the potential growth projections based on 
APDP to 2020: 
Indicator 2007 2020 
Growth : 
’07 to ‘20 
Vehicles produced (units) 474 325 1 187 332 713 007 
Total sales value(locally 
produced and exported vehicles  
R74.6bn R181.5bn 126.3bn 
Employment  -  Assembly 34 346 57 317 22 971 
Employment - 
Component manufacturer 
79 704 125 327 45623 
Table 8: A comparison of the MIDP and the APDP objectives Source: adapted from Davies, 2010 
Table 9 : APDP projections 2007 to 2020 Source: Barnes & Black (2008) 
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2.9 WTO compatibility of the APDP  
One of the key requirements for the APDP is its compatibility with the WTO‘s 
requirements. Table 10 below shows an outline of the current APDP incentives.  
Tool WTO status 
Tariffs Freezing CBU/CKD tariffs from 2013-20 is consistent with SA‘s WTO 
commitments as its binding tariff rate for the sector is higher than 
actual levels  
PI The market neutral Production Incentive (PI) is not prohibited as the 
incentive is tied to value addition and not local content. Firms are not 
obligated to use local over imported goods to maximise their PI, nor 
are they required to export.  
VAA The Vehicle Assembly Allowance (VAA) is clearly not prohibited for 
domestic sales, although potentially actionable for exports, where 
firms also receive 470.03 benefits (taking the benefit to greater than 
the reduction of duties to zero)  
The VAA is based on all compliant local production so that exported 
vehicles, which pay no duty on imported parts, will still get the full 
VAA. 
AIA The Automotive Investment Allowance (AIA) proposed is not 
prohibited as no local content or export performance requirements 
are tied to the incentive 
The MIDP could be classified as a subsidy in accordance with Article 1 of the WTO 
Agreement. The access to MIDP benefits was limited by the stipulations of the 
relevant chapters and rebate Items contained in the schedules of the customs and 
Excise Act No. 91 of 1964 and can therefore also be classified as a specific subsidy. 
One of the policy instruments that were included in the MIDP is the IEC scheme. 
Under the IEC scheme credits were granted according to the value of exports in the 
automotive industry. Although benefits under the IEC scheme could be obtained only 
upon importation, the granting of the IRCCs were dependent upon the export 
performance of the industry. For this reason, the export performance requirement of 
the IEC scheme included in the MIDP could possibly be classified as a prohibited 
subsidy in terms of Article 3 of the WTO agreement. This risk was confirmed by 
Australia‘s threats to lodge a complaint with the WTO when their automotive industry 
was seen to be affected by leather seat cover exports by South African firms. The 
Table 10: WTO compatibility of the APDP Source: Barnes (2009) 
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strong competition as a result of the MIDP increased the risk of Australian companies 
losing manufacturing contracts (Flatters, 2005). 
Another MIDP policy instrument that was at risk of being non-compliant with WTO 
requirements was the DFA. Article 3(1) of the WTO General Agreement on Tariffs 
and Trade of 1986 prohibits the granting of benefits to domestic production, if such 
benefits are not also afforded to foreign production. 
The DFA was an allowance for the reduction of import duties was granted to OEMs 
that manufactured for the South African market. The allowance could be used to 
reduce the customs duty value of components and subsequently that of motor 
vehicles. The rationale behind the DFA was that manufacturers would aim to produce 
more vehicles locally for the domestic market in order to receive benefits to support 
importation of complementary vehicles to compete with other segments of the 
market. According to Article 3(1), imported and locally produced products should be 
treated equally. However, the DFA created an advantage for local manufacturers that 
was not available to foreign manufacturers. There was therefore a risk that the DFA 
could be a discriminatory subsidy. 
These risks were reflected in the opinions of the participating stakeholders as the 
majority (72%) was of the opinion that the MIDP did not comply with WTO 
requirements. On the contrary, the majority (67%) of the participating stakeholders 
were of the opinion that the APDP complies with WTO requirements. This change 
may be as a result of the amended policy instruments of the APDP. 
The APDP provides support for domestic production irrespective of where the 
products are sold or by whom in the form of the VAA, where the DFA was awarded to 
manufacturers for CBU vehicles specifically for the local market. The APDP also 
employs a production-based policy instrument, namely the PI rather than an export-
based policy instrument such as the IEC scheme (Black & Mitchell, 2002). 
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2.10 Conclusion  
Prior to 1994 the South African automotive industry enjoyed the protection the 
government offered the industry. Meanwhile, the world watched automotive industry 
changes with interest. The introduction of the MIDP in 1994 and the APDP in 2013 
was a globally welcomed change.  
The overall picture in the SA automotive sector is that, while exports have increased 
very rapidly, imports have expanded rapidly as well (Black & Bhanisi, 2006). Thus, 
South Africa‘s compliance with WTO requirements is an essential component for 
automotive industry growth. OEMs and suppliers are expecting the new policy 
document to benefit all within the motor industry. The new incentive programme 
(APDP) is more local content driven to increase volumes of locally assembled 
vehicles (Davies, 2008).  
The global automotive industry employs 8.8 million people while South Africa 
employs 112 300 (1.276%). Since the introduction of the MIDP in 1994 the 
automotive industry has streamlined for more efficiency and effectiveness, while 
steadily upholding employment levels (Corbett et al., 2011). 
Through the MIDP‘s rebates and allowances the automotive industry has enjoyed 
reasonable protectionism, realising a fairly generous export incentive (Flatters, 2002). 
The new APDP cannot be an export based incentive as it might be inconsistent with 
WTO. Under the APDP, locally sold products will not be discriminated against 
(Mpahlwa, 2008). 
The APDP will have the following four key elements; namely, tariffs, local assembly 
allowance, production incentive allowance and automotive investment allowances. 
This will form the basis for the government‘s strategy of achieving 1.2 million vehicle 
sales by the year 2020, increasing local content and creating stable jobs. 
Davies (2010) states that robust policy reform is needed to ensure dynamic growth; if 
not, the economy will be locked into the production and export of low value products, 
with very little prospect for growth.   
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CHAPTER 3 
RESEARCH METHODOLOGY 
3.1 Introduction  
This study is focused on the challenges faced by the transition between the two trade 
policies, MIDP and APDP and the effect on the South African automotive industry. 
The research paper is of a qualitative nature; therefore both questionnaires and 
interviews were used as a means of data collection. The primary research instrument 
used was a questionnaire. 
The research methodology applied is focused on the transitional relationship 
between the two trade policies, its influences on trade, policy and economic growth. 
The focus is on export expansion with the aim of higher foreign direct investment 
through an export promotion strategy.  
The method of data gathering will have strong emphasis on reliability and validity. By 
definition, DeMatteo, Festinger and Marczyk, (2005) describe reliability as the 
consistency or dependability of a measurement technique.  It is concerned with the 
consistency or stability of the score obtained from a measure or assessment over 
time and across settings or conditions. If the measurement is reliable, then there is 
small chance that the obtained score is due to random factors and measurement 
error (DeMatteo et al., 2005). 
3.2 Research Methodology  
The primary objective of this study is in line with the previously mentioned 
hypotheses / propositions in Chapter 1.  
It must be understood that when one says that you are undertaking a research study 
to find answers to a question, you are implying that the process; 
 Is being undertaken within a framework of a set of philosophies (approaches) 
 Uses procedures, methods and techniques that have been tested for their 
validity and reliability 
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 Is designed to be unbiased and objective (Dawson, Kothari and Kumar., 
2002). 
Adherence to the three criteria mentioned enables the process to be defined as 
‗research‘ (Dawson et al., 2002). 
The research methodology hence chosen is of an investigative nature focused on the 
transition between the MIDP and the APDP. This section will provide details of the 
data collection, sampling methods applied and techniques used for data analysis and 
some of the key ethical considerations. 
Saldana (2011) states that it is best to use multiple data gathering methods; this will 
guarantee a diverse spectrum of perspectives and enhances credibility and 
trustworthiness through triangulation. As a result, a combination of qualitative and 
quantitative research methods was used. The main data collection method as 
mentioned before was a questionnaire with a secondary verification tool; one-on-one 
interviews were held with various industry specialists (Saldana, 2011). 
The MIDP as a policy has received a considerable amount of time and attention from 
academics across all spheres of research in South Africa. The research will show 
that there is bounteous cross-pollination of concepts, outcomes, limitations and 
uncertainty. A small number of primary investigators appear to be located in the KZN 
business region. It must be noted, some of the researches have already done work 
related to the research problem and their contributions have been duly noted and 
referenced. 
3.3 Ethical issues relating to the researcher: 
Ethics is a set of values and rules that define incorrect conduct, indicating that it 
distinguishes between what is fact and belief by defining issues in moral terms and 
applying moral principles to a situation (Anonymous, 1999). 
The researcher has applied some of the most basic approved and tested ethical 
considerations. In this case the identity and origin of classified feedback received 
from industry role players had to be kept confidential.  
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Further ethical considerations taken are, according to Statistics South Africa: 
 Avoiding bias 
 Providing or depriving treatment 
 Using inappropriate research methodology 
 Incorrect reporting 
 Inappropriate use of the information (Statistics South Africa, 2006). 
Below are some of the ethical issues in relating to contributors of a research activity, 
as per the requirements of Statistics Africa (SSA): 
 Collecting information 
 Seeking consent 
 Providing incentives 
 Seeking sensitive information 
 The possibility of causing harm to participant 
 Values confidentiality (Statistics South Africa, 2006). 
3.4 Research design 
Dawson et al. (2002) believe research design to be referred to as the conceptual 
structure within which research would be conducted. Its function is to provide the 
collection of relevant information with minimal expenditure of effort, time and money. 
Preparing a research design, appropriate to a particular research problem involves 
the consideration of the following: 
 Objectives of the research study have to be listed 
 Method of Data Collection to be adopted; two types of data, primary data, and 
secondary data  
 Source of information—Sample Design; if the sample used in the study is 
representative of the population from which it was drawn, the researcher can 
draw conclusions about the population based on the results obtained with the 
sample. In other words, using a representative sample is what allows 
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researchers to reach broad conclusions applicable to the entire population of 
interest based on the results obtained in their specific studies. 
 Data Analysis, qualitative and quantitative  
 Tool for Data collection or research instrument: 
 Formal testing (psychological, educational, academic, intelligence) 
 Interviewing 
 Global ratings 
 Observation 
 Biological measures (Dawson et al., 2002). 
3.5 Characteristics of research 
Dawson (2002) states that research is a process of collecting, analysing and 
interpreting information to answer questions posed. The process must, however, 
have certain characteristics: it must, as far as possible, be controlled, rigorous, 
systematic, valid and verifiable, empirical and critical. These terms are defined below: 
 Controlled - in reality there are many factors that affect an outcome. The 
concept of control implies that, in exploring causality in relation to two 
variables (factors), you set up your study in a way that minimises the effects of 
other factors affecting the relationship. This can be achieved to a large extent 
in the physical sciences (cookery, bakery), as most of the research is done in 
a laboratory. However, in the social sciences (hospitality and tourism) it is 
extremely difficult as research is carried out on issues related to human beings 
living in society where such controls are not possible.  
 Rigorous - One need to ensure that you are scrupulous that the procedures 
followed to find answers to questions are relevant, appropriate and justified. 
The degree of rigour varies markedly between the physical and social 
sciences and within the social sciences. 
 Systematic - the procedure adopted to undertake an investigation follows a 
certain logical sequence. Steps cannot be taken in a haphazard way; some 
procedures must follow others. 
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 Valid and verifiable - this concept implies that whatever you conclude on the 
basis of your findings is correct and can be verified by you and others. 
 Empirical - means that any conclusions drawn are based upon hard evidence 
gathered from information collected from real life experiences or observations. 
 Critical - critical scrutiny of the procedures used and the methods employed is 
crucial to a research enquiry. The process of investigation must be fool proof 
and free from drawbacks. The process adopted and the procedures used must 
be able to withstand critical scrutiny (Dawson et al., 2002). 
Research methodology again is defined by Dematteo et al. (2005) as the principles, 
procedures, and practices that govern research: 
 ―Methodology‖ encompasses the entire process of conducting research 
(planning and conducting the research study, drawing conclusions, and 
disseminating the findings).  
 Research design refers to the many ways in which research can be conducted 
to answer the question being asked.  
The research problem as identified in this study was addressed in the first case by 
means of a literature review. The review focused on the attractiveness of the industry 
in terms of the successes and failures of the MIDP, in correlation with the 
requirements for the APDP. The aforementioned topics are the focus of Chapter two 
and provide answers to the sub- problems identified. 
The empirical study conducted was to identify and explore the advances made under 
the MIDP in terms of its global strategy used at both OEMs and component 
manufacturer level. It was conducted by means of a questionnaire sent by electronic 
mail to senior personnel involved in the automotive manufacturing industry; some 
were issued at the 2012 automotive show in Port Elizabeth. 
3.6 Proposed unit of analysis 
The proposed unit of analysis seeks to understand the full impact of the transition 
from MIDP to APDP on the whole of the South African motor vehicle manufacturing 
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industry and is only applicable to South Africa‘s top original equipment manufacturing 
(OEM) firms and suppliers. 
3.7 Population of relevance  
The statistical information reflects the degree to which it meets the real needs of 
users making it relevant to today‘s society (Cronje, 2006).  
The population sample consists of a small group of motor vehicle component and 
vehicle manufacturing companies located in South Africa. These supply material to or 
manufacture and assemble components for the automotive industry, locally and 
abroad. An internal database contained a membership of at least 135 firms when this 
study was conducted. The small select group are suppliers to the motor industry 
OEMs.  
3.8 Sampling method and size  
Literature from DeMatteo et al. (2005), as consulted, defined two key elements of the 
research design methodology, one being the ―sample‖ and ―population‖.  DeMatteo 
further states, ―The population is all individuals of interest to the researcher….a 
subset of the population is called a sample.‖ 
Cronje (2006) regards ―the accuracy of statistical information as the degree to which 
the information correctly describes the phenomena it was designed to measure.‖ 
Thus to ensure the success and accuracy of the research, only companies that are 
affiliated to the National Association of Automotive Component and Allied 
Manufacturers (NAACAM) formed part of sampling group. NAACAM‘s database 
contained a membership of 190 firms during the time of the study but only a select 
group of respondents took part. 
3.9 Data collection 
The data collection method used for the research was via questionnaire emailed to 
participants used as a method of collecting primary data from the sample group 
described above.  Through a survey and a questionnaire based on the five point 
Likert scale the perceptions within the industry were tested. Questions in the survey 
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were open ended providing the respondents‘ company name as well as perceptions 
on the particularly important APDP topics under investigation. 
3.10 Reliability and validity of the instrument 
Important considerations regarding the research instrumentation, according to 
DeMatteo et al., (2005) are: 
 Standardisation: this refers to the guidelines established in the administration 
and scoring of an instrument or other assessment method.  
 Reliability is said to be present when an assessment method measures the 
characteristics of interest in a consistent fashion. 
 Validity is said to be present when the approach to measurement used in the 
study actually measures what it is supposed to measure. 
3.10.1 Reliability  
In assessing reliability, DeMatteo et al. (2005) state that reliability can be determined 
through a variety of methods: 
 Test-retest reliability is said to refer to the stability of test scores over time and 
involves repeating the same test on at least one other occasion. For example, 
administering the same measure of academic achievement on two separate 
occasions six months apart is an example of this type of reliability. The interval 
of time between administrations should be considered with this form of 
reliability because test-retest correlations tend to decrease as the time interval 
increases. 
 Split-half reliability refers to the administration of a single test that is divided 
into two equal halves. For example, a 60-question aptitude test that purports 
to measure one aspect of academic achievement could be broken down into 
two separate but equal tests of 30 items each. Theoretically, the items on both 
forms measure the same construct. This approach is much less susceptible to 
time-interval effects because all of the items are administered at the same 
time and then split into separate item pools afterward. 
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 Alternate-form reliability is expressed as the correlation between different 
forms of the same measure where the items on each measure represent the 
same item content and construct. This approach requires two different forms 
of the same instrument, which are then administered at different times. The 
two forms must cover identical content and have a similar difficulty level. The 
two test scores are then correlated.  
 Interrater reliability is used to determine the agreement between different 
judges or raters when they are observing or evaluating the performance of 
others. For example, assume you have two evaluators assessing the acting-
out behaviour of a child. You operationalise ―acting out behaviour‖ as the 
number of times that the child refuses to do his or her schoolwork in class. 
The extent to which the evaluators agree on whether or when the behaviour 
occurs reflects this type of reliability (DeMatteo et al., 2005). 
3.10.2 Validity  
According to DeMatteo et al. (2005) validity can be defined as follows: conceptually, 
validity seeks to answer the following question: ―Does the instrument or 
measurement approach measure what it is supposed to measure?‖ The concept of 
validity refers to what the test or measurement strategy measures and how well it 
does so.  
3.11 The questionnaire 
Dawson et al. (2002) state that a questionnaire consists of a set of questions 
presented to a respondent for answers. The respondents read the questions, 
interpret what is expected and then write down the answers themselves. Because 
there are many ways to ask questions, the questionnaire is very flexible. A 
questionnaire should be developed and tested carefully before being used on a large 
scale.- 
According to Dawson and others there are three basic types of questionnaire: 
 Closed-ended: these questions include all possible answers / prewritten 
response categories, and respondents are asked to choose among them; for 
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example, multiple choice and scale questions. This is the type of questions 
used to generate statistics in quantitative research, as they follow a set format, 
and most responses can be entered easily  
 Open-ended: these allow respondents to answer in their own words. The 
questionnaire does not contain boxes to tick but instead leaves a blank section 
for the respondent to write in an answer. Open-ended questionnaires might be 
used to find out what people think about a service. As there are no standard 
answers to these questions, data analysis is more complex. As it is opinions 
which are sought rather than numbers, fewer questionnaires need to be 
distributed 
 Combination of both: this way it is possible to find out how many people use a 
service and what they think of the service in the same form. It begins with a 
series of closed-ended questions, with boxes to tick or scales to rank, and 
then finishes with a section of open-ended questions or more detailed 
responses (Dawson et al., 2002). The questionnaire for this study was 
constructed using a range of five point Likert scale questions linked to an open 
ended box for the respondent who feels the need to say something. The five 
point Likert scale had a range from strongly agree to strongly disagree 
3.12 Objectives of the survey 
DeMatteo et al. (2005) did a brief survey of available instruments which suggest that 
a wide variety of factors related to the human experience can be captured. For 
example, instruments exist that allow researchers to measure personality, 
temperament, adjustment, symptom level, behaviour, career interest, memory, 
academic achievement and aptitude, emotional competence, and intelligence. 
DeMatteo et al. (2005) maintain that these instruments are attractive to researchers 
because they tend to have established reliability and validity, and they eliminate the 
need to develop and validate an instrument from scratch. Many of these instruments 
also produce data at the interval and ratio levels, which is a prerequisite feature for 
statistical analyses.  
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In order to develop new instruments you need extensive training in psychological 
testing, psychometrics, and test development. In other words, it is best to make use 
of an existing instrument as a data collection method before developing a new one. 
DeMatteo et al. (2005) reiterate that a poorly designed measurement strategy can 
confound the results of even the best research design. 
3.12.1 Survey method 
The approaches most suited for gathering descriptive information are:  
 Structured surveys which use formal lists of questions asked of all 
respondents in the same way. 
 Unstructured surveys allow the interviewer to probe respondents and guide 
the interview according to their answers 
Direct or indirect survey research  
 Direct Approach: the researcher asks direct questions about behaviours and 
thoughts; for example, ―Why don‘t you cook your own food?‖ 
 Indirect Approach: the researcher might ask, ―What kinds of people cook their 
own food?‖  
From the response, the researcher may be able to discover why the consumer 
avoids cooking his own food. It may suggest factors of which the consumer is not 
consciously aware. 
3.12.2 Advantages of a survey research 
 Can be used to collect many different kinds of information. 
 Quick and low cost as compared to observation and experimental method 
(Dawson et al., 2002). 
3.12.3 Limitations of a survey research 
 Respondent‘s reluctance to answer questions asked by unknown interviewers 
about things they consider private 
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 Busy people may not want to take the time 
 May try to help by giving answers that the researcher expects 
 Unable to answer because they cannot remember or never gave a thought to 
what they do and why 
 May answer in order to look smart or well informed (Dawson et al., 2002). 
Because of the inherent limitations, researchers often supplement one kind of data 
collection method for another; for example supplement observation with survey 
research (Dawson et al., 2002). This process is called triangulation and increases the 
validity of the research. 
3.13 Informing respondents  
On completion of the research, the treatise will be made available by the Nelson 
Mandela Metropolitan University for review and scrutiny of all measures of the quality 
of the data it disseminates and the descriptions of the underlying concepts and 
methodologies. It is the objective of this research to strictly adhere to confidentiality 
and ethical policies as outlined by university. 
3.14 Issuing of the questionnaire 
The questionnaire for this study was constructed using a range of five point Likert 
scale questions linked to an open ended text box for respondents who wanted to 
elaborate on their choices by writing in the comment section  
Hussey and Hussey (1997) have identified these potential disadvantages of surveys 
that were sent by means of electronic mail: 
 Low response rates 
 No researcher intervention possible for probing or explaining 
 Cannot be too long or complex 
 Respondents returning survey may represent extremes of the population 
resulting in skewed responses and sample bias (Hussey & Hussey, 1997). 
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The questionnaire for this study was divided into four sections, each with a strategic 
aim. Section 1 of the questionnaire provides demographic data of each manufacturer 
and gains insight into the name of the particular manufacturer, type of goods 
manufactured, and designation of respondent, ownership and number of employees. 
Section 2 measures the level of import and export activity as a direct consequence of 
the MIDP. The section ends with whether the MIDP has caused an improvement in 
competitiveness for that specific company. Key aspects addressed in Chapter 2 are 
the advances made in the industry as a direct consequence of the MIDP.   
In section 3, the respondents are given the opportunity to express their views that 
they think would improve competitiveness, be it improving or changes to government 
policy, socio economic factors, etcetera, including strengths and weaknesses of their 
organisations both locally and internationally.  
As part of the assessment of the MIDP in Chapter 2, a competitiveness performance 
trajectory was done comparing South African manufacturers with their international 
competitors. Section 4 deals with these issues and queries about the importance of 
the various cost drivers or indicators that measure competitiveness.   
Hussey and Hussey (1997) agree that there are two types of questions either closed 
or open-ended.  
 Closed questions occur where the respondent's answer is selected from a 
number of predetermined alternatives. Closed questions are useful for 
collecting factual data and are easily analysed since the range of potential 
answers is limited.  
 Open-ended questions constituted the majority of the questions in the survey 
except for Section D, requiring respondents to indicate the level of importance 
to which they concurred with certain statements.  
3.15 Data quality, capturing, analysing and interpreting the data 
Statistics South Africa (2006) defines data quality in terms of ―fitness for use‖. 
Whether data and statistical information are fit for use depends on the intended use 
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and on the characteristics of the data or information. The following eight dimensions 
have been developed to operationalise the definition of data quality (Cronje, 2006): 
 The relevance of statistical information reflects the degree to which it meets 
the real needs of users 
 The accuracy of statistical information is the degree to which the information 
correctly describes the phenomena it was designed to measure 
 The timeliness of statistical information refers to the delay between the 
reference point to which the information pertains, and the date on which the 
information becomes available 
 The accessibility of statistical information and metadata refers to the ease with 
which they can be obtained from Stats SA, or any data base created for the 
purpose of storage of information  
 The interpretability of statistical information refers to the ease with which users 
can understand statistical information through interpreting the available 
metadata  
 The coherence of statistical information reflects the degree to which it can be 
successfully brought together with other statistical information within a broad 
analytic framework and over time  
 Methodological soundness refers to the application of international standards, 
guidelines, and agreed practices to produce statistical outputs 
 Integrity refers to values and related practices that maintain the confidence 
users have in the agency producing statistics and ultimately, in the statistical 
product (Statistics South Africa, 2006). 
3.16 Conclusion 
The aim of this chapter was to prove the sound research methodology applied, which 
led to meaningful findings. The findings will contribute to other literature and improve 
studies analysis on the particular topic.  
Based on a central suggestion or proposition, the primary research topic was derived 
from the literature review as cited in Chapter 2 of this research document. The 
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central concept is the comparison made between the two government imposed 
incentives, MIDP compared to APDP. Literature shows that great strides were made 
in terms of complying with the WTO requirements culminating in the integral 
propositions and the research study being combined into one research document. 
In terms of the research problem it is yet to be seen if South African business will 
make optimal use of the associated benefits of the new APDP. Even though the 
MIDP has received world-wide recognition as being one of the best incentives for a 
developing country‘s motor industry, some local OEMs lag behind in joining the 
programme. Government is trying its best to get as many as possible to join the new 
APDP programme. In light of all the uncertainty during the implementation phase of 
the APDP, OEMs could not risk making strategic plans based on the APDP. In order 
not to lose sight of the integral research objectives, the study will remain focused on 
local industry players only.  
NAACAM acts as the central communication agency for the South African motor 
industry. The author attempted to contact NAACAM to no avail, but the questionnaire 
was sent to most of the NAACAM members on their database.  
The population for this study was reduced to 95 of the NAACAM members only. Their 
first-hand experience with the MIDP/APDP was valuable input for the credibility and 
validity of this research. Not all members responded willingly to the completion of the 
questionnaire, but it is anticipated that enough responses were collected to make up 
for a valid research population.  
The investigation of the literature resources have indicated that the most suitable 
approach to the research was a combination of questionnaires and interviews, 
resulting in a qualitative exploratory research study. Much of the literature is based 
on the MIDP. Enslin (2003), in his study, confirms that only a fraction of the industry 
knowledge is published. Interviewing various industry experts allowed for the 
capturing and collection of personal opinions and motivations adding to the 
qualitative nature of the research. Employing both data sources gained an objective 
and balanced view on the research propositions and objectives, stimulating free 
discussions, which deepened the central and integral research thesis. 
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These methods promoted an active and open-ended dialogue which allowed the 
researcher to steer and maintain control over the direction of the final research 
document. Even though respondents were free to articulate their thoughts and 
opinions, the researcher minimised the type of responses by giving the direct 
questions to all participants. 
Finally, the intended purpose of this theoretical and much needed research was to 
deliver findings meaningful to the intended motor industry improving the current 
situation and providing an outcome to challenges experienced.  
The execution of the practical steps taken in this exploratory research study ensured 
the results and interpretation thereof were of an empirically sound nature. The 
analysis of the results will be summarised in the next chapter, Chapter 4. 
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CHAPTER 4 
ANALYSIS AND DISCUSSION OF THE EMPIRICAL RESULTS 
4.1 Introduction  
The primary purpose of the research was to investigate the transition between the 
two incentive policies, MIDP and APDP to assess the impact of the transition, and to 
assess the effect on the South African automotive industry.  
In order to achieve this, the primary research was of an exploratory qualitative nature 
whilst the data collection method was both qualitative and quantitative in nature. A 
combination of interviews and questionnaires was issued to ensure a more all-
encompassing qualitative research. The focal point of the measuring instruments 
specifically targeted the two government incentive programmes, MIDP and APDP. 
Much of the supporting documents and information was refined so that the focus 
remained on the MIDP and APDP. 
The questionnaire consisted of three sections with a total of 33 questions, one 
relating to informed consent and 12 for demographic purposes, 19 specifically 
relating to MIDP and APDP. 
The following sections provide an analysis and discussion of the empirical findings as 
received from the respondents and interviewees.  
4.2 Informed consent question  
All respondents were asked to complete the consent question; the response was 
somewhat disappointing as only 29.6% of the respondents completed their consent 
form. The questionnaire was emailed to 95 suppliers and only 32 responded. Of the 
32 responses, 4.0% were rejected on the premises that they had not completed their 
consent form. Even though the research was of a qualitative, explorative nature, the 
questionnaire and interviews were used in support of the theory.  
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4.3 Demographics of respondents and interviewees 
The sample population consisted of various 1st tier suppliers (these are firms, which 
supply direct to the assemblers), supporting South African OEMs in achieving their 
localisation objectives. Due to time constraints the author was unable to acquire the 
assistance of NAAMSA. All respondents were contacted via email. All the 
respondents participating in the research and interviews were given a consent form 
requesting their express permission to make use of their knowledge and expertise. 
4.3.1 Demographic questions relating to company type 
The demographic questions were introduced when the respondents were asked to 
specify their company type: OEM, 1st tier supplier, 1st tier exporter or a direct exporter 
(exporting directly into another country). Figure 10 below shows a graphic 
representation of the results. 
The graph below is a graphic representation of the response related to question 2.2, 
asking what type of company they are registered as. 
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From the graph it can be noted that 39% of the 1st tier respondents are involved in 
supplying local OEMs as well as exporting of products. The smallest percentage is 
that of the direct exporter which makes up only 5% of the group of respondents, 
whilst the remaining 11% are development financiers and raw material suppliers. 
Only 17% of the respondents are OEM assemblers dealing predominantly with the 1st 
tier suppliers.  
The next question dealt with the number of jobs created.  
Original 
Equipment 
Manufacturer 
17% 
Tier 1 supplier 
28% 
 Tier 1 direct 
exporter 
5% 
Tier 1 supplier 
and exporter 
39% 
OTHER  
11% 
Type of Company 
Figure 10 : Demographic question 2.2, type of company 
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A key objective of the MIDP/ APDP is job creation and question 2.3 was indicative of 
the number of jobs being created by the automotive industry in South Africa. Figure 
11 below shows the responses received: 
 
From the graphic depiction of question 2.3 (figure 11) above, it can be noted that 
small companies with employer number between 1 and 9; that is  companies 
operating as a family business (1-9 employers) are not represented in this study; 
evidently OEM‘s do not feel comfortable operating with small businesses. 
Furthermore, in an interview with one of the industry experts he indicated that OEMs 
prefer turnkey manufacturers. This is a cause for concern; South Africa is a 
developing country with entrepreneurs looking for an opportunity (Stats SA); OEMs 
should be encouraged to interact with small businesses to stimulate the economy. 
For some of the respondents, Question 2.4 (figure 12) posed as a very difficult 
question as it   required respondents to disclose personal information. The question 
was however posed in a non-confrontational manner so that respondents do not 
1-9 employers 
0% 
10-99 
employers 
11% 
100-999 
employers 
56% 
1000+ 
employers 
33% 
Estimated number of employees 
Figure 11 : Demographic question 2.3, estimated number of employees 
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disclose too much information. To assist with responses, a closed question offering a 
range of increments from R10 million to R90 million was offered. 
The idea in this case was not to establish sales but to establish the range or extent to 
which sales had improved or increased since 1995. A general note for figure 12 is the 
fact that some companies do not sell products however only provide financing. Other 
companies are more focused on sales to OEM‘s in South Africa, making sales their 
core business.  
Figure 12 below depicts the responses to question 2.4 on estimated annual value of 
sales: 
 
Figure 13 below shows the portion of sales which contribute to exports, directly or 
indirectly. Half of the respondents indicated that only 25% of their company‘s sales 
are from exports. The remaining 50% of the respondents have a more export focused 
0-R10m 
0% 
R10m - R100m 
22% 
R100m to R1bil 
45% 
R1bil+ 
22% 
Other  
11% 
Estimated value of sales per annum 
Figure 12 : Demographic question 2.4, estimated annual sales turnover 
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business which allocates 50% and more of their business to exports. It is not within 
the scope of this study to establish how some of these export focused businesses 
operate in a climate of unstable currencies, political unrest and an economic growth 
of less than 4.5%.  However, it would be the basis for a useful PHD study. 
 
Based on the question 2.6 and 2.7, as depicted in Figure 14 below, it can be noted 
that that only 72% of the respondents are registered under the MIDP programme and 
another 17% indicated that the MIDP is not relevant to their business and 11% are 
not yet registered under the MIDP programme.  
[0% - 25%] 
50% 
[50% -75%] 
11% 
[75% -100%] 
6% 
OTHER  
33% 
Percentage sales due to exports 
Figure 13 : Demographic question 2.5, percentage of sales due to exports 
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As indicated in Figure 15 below, one could deduce that the same 11%, that is eligible 
for the APDP programme but have not yet registered are making the 83% 
(72%+11%). What is stopping suppliers from registering?  In an interview with an 
industry expert he stated that the uncertainty surrounding the APDP for the period 
2013 and 2014 is the main reason.  
 
 
YES 
72% 
NO 
11% 
NA 
17% 
MIDP registered respondents 
YES 
83% 
NO 
11% 
NA 
6% 
Eligibility for APDP? 
Figure 14 : Demographic question 2.6, MIDP registration status 
Figure 15 : Demographic question 2.7, eligibility for APDP registration  
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4.3.2 Benefits of MIDP 
As part of the demographic questions, respondents were asked to show how their 
company benefits from the MIDP. Figure 16 below is a graphic representation of the 
responses. It is evident that respondents agree that there will be no increased quality 
as a result of the MIDP; respondents however agree that volume and profitability will 
increase. Only 5% of respondents are uncertain with regard to the influence or full 
effects of the MIDP.  
The 6% of respondents who answered ‗not applicable (NA)‘ are those suppliers who 
are performing a supporting function to OEM‘s and 1st tier manufacturers. They are 
the so-called finance companies and raw materials suppliers. Based on the current 
APDP this sector is still excluded from the benefits associated with the government‘s 
incentive scheme. 
 
Increased 
Volume 
50% 
Increased 
Quality  
0% 
Increased 
Profitability 
17% 
Uncertain  
5% 
Other  
22% 
NA 
6% 
Benefits gained from the MIDP?  
Figure 16 : Demographic question 2.8, benefits gained from MIDP 
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Single 
Entity 
22% 
Part of 
Group  
72% 
Other  
6% 
Company Structure 
4.3.3 Company position within the group structure 
The two graphs below figure 17 and figure 18 are indicative of the structure 
(demographic question 2.9) and position (demographic question 2.10) of some of the 
manufacturing companies in South Africa.  
One could say that 72% of South African businesses conducting business with motor 
vehicle manufacturers have an overseas partner. These partnerships come in the 
form of joint venture operations, holding companies and subsidiaries. Only 22% of 
the respondents are single entities doing business with OEM‘s.  
 
4.3.4 Origin of the holding company  
South Africa is a new entrant to the global arena; many of the business which is in 
South Africa are not necessarily of an African origin. Figure 19 below shows where 
some of the companies are originating from.  
Germany is South Africa‘s most important trading partner (33%), followed by the 
United States of America at 11%. The United Kingdom, France, Switzerland 
Netherlands and Belgium all contribute approximately 6% respectively to South 
Subsidi
ary  
67% 
Holding 
Co. 
11% 
JV 
5% 
NA 
17% 
Position in the group 
Figure 17: Structure of the company    Figure 18 : Position within the group 
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Africa‘s exports to the European Union. South Africa‘s exports are driven mainly by 
mining and whole vehicle and automotive component exports to Germany. 
 
The fact that the study shows that 33% of local companies are affiliated to a German 
company is a result of a trade relations agreement between Germany and South 
Africa. South Africa also exports refined petroleum products and agricultural products 
(wines), although in relatively smaller amounts as compared to mining and 
automotive sector exports. Vehicle exports are most likely to be driven by intra-
industry trade within the automotive sector, as German vehicle manufacturers based 
in South Africa import and export different makes of vehicles (DTI, 2013). 
4.3.5 Extent of control exercised by overseas companies  
South African companies being under the control of overseas based holding 
companies does not necessarily following the same strategic objectives of their 
South African business associates. The graphic below shows the extent of the 
Spain  
5% 
United States 
of America 
11% 
South Africa 
11% 
Germany 
33% 
 Belgium 
5% 
United 
Kingdom 
6% 
Switzerland 
6% 
France 
6% 
NA 
17% 
Origin of the holding company 
Figure 19 : Demographic question 2.11, Indicating where the company originates from 
 
 
82 
 
influence overseas companies have on the decision making of their South African 
based firms. 
 
The question was asked to ascertain whether local suppliers are following a local 
strategy or a global strategy. This is important seeing that only 11% of the 
respondents are of a South African origin.  
Should local suppliers be following the strategy of the overseas company, it will mean 
that South Africa will need to comply with global strategies and thus create an 
environment conducive to growth and development of the automotive industry. 
South Africa is representative of the biggest market and trading partner in Africa. 
However, it has maintained a negative trade balance (ratio of exports to imports) over 
the period 1988 to 2011. Of the total percentage exports to the EU for 2012, 10% of 
the exports to the EU were vehicles other than railway and tramway vehicles. Some 
major trade agreements have been concluded recently securing South African-
European trade into the future, the most notable of these being the Trade, 
Strongly Agree 
17% 
Disagree 
33% 
Agree 
5% 
Strongly Agree 
22% 
OTHER  
6% 
NA 
17% 
Extent of control  by overseas companies 
Figure 20 : Demographic question 2.12, control exercised by holding company 
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Development and Co-operation Agreement (TDCA). The South African European 
Union also signed a strategic partnership which has further consolidated relations 
(DTI, 2013).  
4.4 A direct comparison of the MIDP vs. APDP 
Table 10 below is a comparative rating of the MIDP and the current APDP, the 
respondents were asked to rate the effectiveness of the two incentives based on the 
nineteen questions below. Table 10 shows the responses as received. The answers 
highlighted in green are showing the maximum responses. For example, referring to 
question 3.1 in Table 10, only 39% of the respondents agree that the MIDP has 
facilitated improved quality, whilst the APDP shows a strong inclination towards a 
28% agree and 28 % that strongly agree.  
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Has the MIDP facilitated the 
achievements of: 
Will the APDP assist with the 
facilitating of : 
  
 
SD D U A SA SD D U A SA 
3.1 
Improved quality of motor 
vehicles 
0% 28% 17% 39% 17% 0% 28% 17% 28% 28% 
3.2 
Improved component  
quality 
0% 28% 22% 39% 11% 0% 28% 17% 39% 17% 
3.3 
More affordable motor 
vehicles 
6% 28% 22% 33% 11% 6% 28% 22% 33% 11% 
3.4 
More affordable motor 
components 
6% 22% 22% 39% 11% 6% 28% 22% 28% 17% 
3.5 Bigger export volumes 6% 11% 17% 28% 39% 0% 22% 22% 28% 28% 
3.6 Rise in local productivity 0% 33% 6% 44% 17% 0% 28% 17% 39% 17% 
3.7 Reduced imports 17% 44% 17% 17% 6% 6% 50% 17% 17% 11% 
3.8 
Improved automotive 
industry trade balance 
0% 11% 39% 33% 17% 0% 22% 28% 39% 11% 
3.9 
Formation of maintainable 
export 
0% 22% 28% 44% 6% 0% 17% 28% 44% 11% 
3.10 
Establishment of a more 
diversified component 
exports 
0% 17% 28% 50% 6% 0% 28% 33% 33% 6% 
3.11 
Higher volumes of local 
production of motor 
vehicles 
6% 33% 11% 28% 22% 0% 17% 22% 28% 33% 
3.12 
Higher local content 
volume in the production of 
components 
6% 6% 28% 50% 11% 6% 11% 28% 39% 17% 
3.13 
Increase in the local 
production volumes of 
components 
6% 11% 28% 33% 22% 6% 11% 33% 33% 17% 
3.14 Increase in local content 6% 6% 33% 50% 6% 6% 6% 33% 44% 11% 
3.15 
Rationalisation of locally 
produced vehicle models 
0% 11% 33% 50% 6% 0% 0% 28% 56% 17% 
3.16 Growth in local investment 0% 11% 28% 44% 17% 0% 22% 22% 28% 28% 
3.17 
Growth of local research 
and development activities 
6% 17% 44% 28% 6% 6% 11% 33% 33% 17% 
3.18 
Sustainable employment 
levels 
0% 22% 17% 50% 11% 0% 33% 28% 22% 17% 
3.19 
Compliance with WTO 
requirements 
6% 39% 28% 22% 6% 0% 11% 28% 33% 28% 
Table 11: Direct comparison of the MIDP versus the current APDP 
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Question 3.2 indicates the response to the question of improved component quality, 
39% agree that this will not change under the new APDP. This could be due to the 
fact that export suppliers need to adhere to stringent international quality standards. 
Question 3.3 indicates the response to the question of more affordable motor 
vehicles. With regards to affordability of vehicles, the MIDP created an opportunity for 
cheaper vehicles as a result of the gradual decline in tariffs over a number of years. 
Even though nothing is included under the APDP to facilitate affordability of vehicles, 
the 33% response indicates that the trend of the MIDP will continue all through the 
APDP period.  
A study conducted by Barnes and Morris (2007) revealed that there was no evidence 
that the MIDP resulted in increased motor vehicle prices for domestic consumers. 
And motor vehicles prices at the lower end of the range in South Africa were higher 
than prices in United Kingdom countries, thereby contradicting the results of their 
previous study (Barnes & Morris, 2007). 
Question 3.4 indicates the response to the question of more affordable motor 
components. Suppliers of subcomponents, by law have to continue with production of 
sub components up until ten years after the end of series production.  The APDP has 
a strong focus on economies of scale in the production of vehicles and support of 
world-class automotive component manufacturing (AIEC, 2011). The results of 
question 3.4 are in a tie (28%) between agreeing and disagree. Only 28% of the 
respondents have agreed to more affordable components under the APDP, a decline 
of 11%, showing less confidence in the APDP then MIDP.  
Question 3.5 indicates the response to the question of bigger export volumes. As 
previously stated in this study (see page 14); the purpose behind the supporting 
measures for the APDP are; achieve a better balance between domestic and export 
sales to supply a growing domestic brand. It is not unusual for a company to export 
its surplus manufactured goods. A bigger volume is only possible once the local 
markets have been satisfied, and a need to export has been established. Under the 
APDP respondents have indicated a 28% probability of an increase in export volume 
under the APDP. This is an 11% drop/difference to that of the MIDP.  
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Question 3.6 indicates the response to the question of a rise in local productivity. 
Adams (2007) states that there are significant improvements in productivity and 
manufacturing benchmarks even though investment has increased it still remains at 
levels below that of emerging producer countries. The response to question 3.6 
indicates that 39% of the respondents agree that local productivity will increase, 
compared to the 44% that agree the MIDP has facilitated the achievements of a ―rise 
in local productivity‖. 
There are still some doubts surrounding the current Production Incentive (PI), The PI 
effectively replace the import rebate credit certificate (IRCC) incentive system by 
changing the calculation to be based on production output as opposed to export 
values. Warrington explains that questions still to be addressed under the PI is the 
differential between raw materials and components and the ease of calculating the 
foreign content of manufactured items, without having to apply the administratively 
burdensome DA190 process.  
For a company to be more productive they need to invest in plant and equipment. 
David Powels (Managing Director Volkswagen South Africa) in an address to the 
work indicated that Germany is willing to invest but there needs to a climate 
conducive to investment  
Question 3.7 indicates the response to the question of reduced imports. The obvious 
question to an increase in local productivity is that of a decrease in imports. Flatters 
(2005) explains that the IRCC facility provides a substantial export incentive whose 
benefits are realised through duty-free imports of vehicles and OEM components. 
The result, unsurprisingly, has been an increase in exports of both vehicles and 
components, and a parallel increase in imports of the same products.  
The overall picture in the SA automotive sector is that exports have increased very 
rapidly but imports have expanded rapidly as well. Each vehicle contains some 
10,000 components, which really constitute the heart of the industry. A significant 
percentage of these components are imported (Black & Bhanisi, 2006). Respondents 
tend to agree that imports will not be reduced under the APDP. 
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Question 3.8 indicates the response to the question of an improved automotive 
industry trade balance. A total of 38% of the respondents have indicated that they are 
unsure if the MIDP has indeed facilitated an improved automotive industry trade 
balance, whilst 39% agree that the APDP will assist with an improved automotive 
industry trade balance.  
If a country develops a permanent deficit on its balance of trade, this creates a strain 
on South Africa‘s economy, the imbalance between supply and demand of the 
currency in the foreign exchange markets will lead to depreciation of the exchange 
rate, making its exports cheaper and its imports more expensive. In other words, a 
depreciating exchange rate will not boost exports and reduce imports; it will simply 
boost price inflation. 
Question 3.9 indicates the response to the question of a formation of maintainable 
exports. Based on the response, 44% of the respondents agree that there will be no 
difference between the MIDP and APDP. Meaning it will be ―business as usual‖. 
Question 3.10 indicates the response to the question of an establishment of a more 
diversified component exports. 50% of the respondents have agreed that under the 
MIDP the establishment of a more diversified components export might have been 
possible, but under the APDP 33% of the respondents agree to the establishment of 
a more diversified component export. 
Question 3.11 indicates the response to the question of higher volumes of local 
production of motor vehicles. The objective of the APDP is to increase local 
production to 1.2 million vehicles per annum. The responses to this question seems 
to fall on the extreme, as 33% of respondents under the MIDP disagree and under 
the APDP respondents seem to agree that higher volumes are possible. The 
production of 1.2 million vehicles annually is a very optimistic target which requires 
that the five pillars of the APDP be strictly adhered to (see page 4).  
Question 3.12 indicates the response to the question of higher local content volume 
in the production of components. Barnes and Black (2008) states that one of the 
challenges the APDP are facing is that of a weak supply chain that limits the levels of 
local content. Volkswagen has announced that it will reduce the number of model 
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platforms while raising volumes and local content to 76% is a case in point (Barnes & 
Black, 2008).  
Based on the MIDP 50% of the respondents have agreed and 39% on the APDP 
column have agreed that higher local content volume in the production of 
components is possible under the APDP regime, in total 39% of the responses agree 
and a further 17% strongly agree.  
Question 3.13 indicates the response to the question of Increase in the local 
production volumes of components. The positive response of question 3.12 can be 
transferred to question 3.13 which indicates that a total of 44% (33%+11%) of the 
respondents agree that the APDP will increase local content which can be directly 
linked to an increase in the local production volumes of components. For example if a 
sub-component is manufactured locally it will have positive spin-offs for production of 
the assembly of all such sub-components.  
Question 3.14 indicates the response to the question of increase in the local content. 
The key focus of the APDP is that of increasing local content by incentivising local 
value addition, which will grow the industry and support 1st tier, 2nd tier as well as 
3rd tier suppliers. The increase in local content in a South African assembled vehicle 
will ensure the local industry is sustained. 
A total of 44% of the respondents agree and a further 11% indicated that they 
strongly agree that the APDP will assist with increasing local content.  
Question 3.15 indicates the response to the question of rationalisation of locally 
produced vehicle models. Barnes (2009) states that under the MIDP, Investment has 
increased, and rationalisation has reduced the proliferation of models being 
assembled in uneconomic volumes. A total of 56% of the respondents agree that the 
APDP will assist with the rationalisation of locally produced vehicle models.  
Under the APDP vehicle assemblers are receiving a Vehicle Assembly Allowance; 
this support is in the form of duty-free import credits issued to vehicle assemblers 
based on 20% of the ex-factory vehicle price in 2013, reducing by 1% in 2014 and in 
2015 to 18% of the value of light motor vehicles produced domestically. However, the 
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VAA is only applicable to qualifying vehicle assemblers producing a minimum of 
50,000 plus vehicles in plant.  
Question 3.16 indicates the response to the question of growth in local investments. 
The issue of investing has a lot today with confidence your specific market region. 
The APDP makes provision for a market neutral Automotive Investment Allowance 
(AIA) for qualifying vehicle assemblers and automotive component manufacturers. 
This incentive is payable over a period of three years after investing. The MIDP was 
payable over five years, in essence a 6.67% annual benefit over three years as 
opposed to 4% over five years. Provision has been made for an additional 10% to 
firms for investments linked training.  
Under the APDP 28% of the respondents have indicated that growth in local 
investments will be facilitated, whilst under MIDP there was a 44% uncertainty and 
only 28% have indicated that growth in local investments was facilitated.  
In order to increase investment growth (Foreign Direct Investments / FDI or capital 
expenditure / CAPEX) South Africa will need to develop the market in line with WTO 
requirements, with a strong focus on technology and research and development. 
There is also a need to develop road and rail transport and put more infrastructure in 
place. 
Question 3.17 indicates the response to the question of growth of local research and 
development activities. Under MIDP rule a maximum of 44% of respondents have 
indicated that R and D was facilitated. The APDP is showing a more positive trend 
towards R and D activities.  
Automobiles are the most sophisticated and mass-produced product in the world. 
This is as a result of years of research and development  (Van Der Straaten, 2010). 
The cost of R and D does not have an immediate return on investment; in order for a 
supplier to invest in R and D their need to be something real they can offset cost 
against.  
Question 3.18 indicates the response to the question of sustainable employment 
levels. Davies (2010) states that the automotive industry generates strong linkages 
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with other input industries such as aluminium, chemicals, electronics, leather and 
textiles, plastics, steel, machinery and equipment, service industries such as 
engineering, logistics, tooling and others such as financial, wholesale and retail and 
advertising.  
As stated by Corbett et al. (2011) the automotive industry is the largest and leading 
manufacturing sector in the South African domestic economy.  
Labour markets in South Africa are largely based on demand and supply issues (Van 
Seventer, 2006). Employment stability for South African is of the utmost importance; 
a stable job means a stable household resulting in a stable economy.  
Based on Table 10 above 50% respondents have indicated that the MIDP has indeed 
facilitated sustainable employments levels, whilst under the APDP only 22% of the 
respondents agree that sustainable employments levels will be facilitated. 
Question 3.19 indicates the response to the question of compliance with WTO 
requirements. One of the key functions of the WTO is to act as a watchdog on 
international trade and policies. The WTO does not dictate policy it facilitates and 
promotes peace amongst member states, determines the rules of engagement for 
trade on an international arena. Whenever necessary the WTO gives technical 
assistance and training for developing countries. 
The MIDP was in contravention of the WTO rules. The APDP is the re-alignment of 
trade policy made by the South African government to ensure its adherence to WTO 
regulations on trade, as per the agreement on subsidies and countervailing 
measures (―The SCM agreement‖) under the 1994 General Agreement on Tariffs and 
Trade (GATT). Referring to Table 10, only 33% of the respondents agree that the 
APDP will facilitate compliance with WTO regulations. 
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4.5 Concluding remarks 
The main findings based on the research done for this study are as follows:  
Even though much has been done to make the South African automotive industry 
WTO compliant, the question of protecting local industries are still to be answered. 
Table 4.2 shows that OEMs are very cautiously approaching the APDP, as a basis 
for further investing.  
The long term industrialisation of the automotive sector are still at risk and 
globalisation will take its toll on the industry. In an interview with one of the industry 
experts a concern was raised; ―South Africa is too far from its key export markets. If 
not for the parent companies, local manufacturers would not be able to sustain the 
industry for too long. It will become very costly to do any R and D; there simply is no 
money for any R and D.‖ 
The growth rate of the South African economy is corroding the exchange rate, which 
in turn is negatively impacting on the real cost of imports. Some of the OEMs have 
not yet reached a level of local content which is able to balance the investments 
made into the APDP. The question one need to ask is what is the real cost of the 
APDP and some of the other incentive programmes? Who is paying for the APDP, 
why are South African vehicles more expensive than that of countries like that of the 
UK. 
What are the real benefits of the APDP is this value for money investment for the 
state, lower imports, cheaper vehicle prices, more local content, and employment?  
In a study by the governments‘ Industrial Policy Action Plan (IPAP) Portfolio 
Committee, the share of manufacturing in total employment for South Africa versus 
Malaysia for the period 1970 to 2008 is much lower (DTI, 2010). Malaysia is standing 
at 16% whilst South Africa is at 7%. Unemployment has remained unacceptable high 
at 25.5%. Despite massive private credit extension, only a small proportion is being 
channelled toward fixed investment (DTI, 2010). Production sectors, for example 
manufacturing, grew by 2.9% per annum. 
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South African manufacturers and assemblers experience many challenges with 
conducting business in SA. A report by the portfolio committee identifies the 
constraints some of the suppliers are facing like, currency volatility, monopolistic 
pricing, expensive rail and ports as well the lack of skills (DTI, 2010).  
The empirical data (Table 9) has shown that there are still some uncertainties with 
regard to the APDP‘s incentives and policies. In order for government (DTI) to involve 
all the stakeholders, they will need to be clear and transparent in their action and 
decision making. Investor confidence is all about perception; should investors 
perceive the climate for investing as uncertain, they will move their money to markets 
that are more investor friendly.  
The purpose of this study is not to expose the pricing structure of local manufactures 
but to determine the impact of the transitional challenges facing the legislative policy 
amendment from MIDP to APDP, by means of reviewing and investigating existing 
data, both primary and secondary, and to evaluate the long-term effectiveness of the 
APDP in the motor manufacturing industry.   
The next chapter will elaborate on the above findings, give recommendations and 
point the way to further research options.  
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CHAPTER 5 
CONCLUSION AND RECOMMENDATIONS 
5.1 Introduction  
The purpose of this study is to determine the impact of the transitional challenges 
facing the legislative policy amendment from MIDP to APDP. This will be achieved by 
means of reviewing and investigating existing data, both primary and secondary and 
to evaluate the long-term effectiveness of the APDP in the motor manufacturing 
industry.   
The South African Automotive sector has become much more integrated into the 
global industry since 1995. There has been a significant increase in foreign 
ownership and all assemblers are now wholly or mainly owned by multinational firms 
(NAACAM, 2009).  
According to Flatters (2005), the WTO received a complaint from Australia‘s 
automotive industry. WTO rules dictate that only complaints by member states are 
considered. The reason for the complaint was the fact that the MIDP was not WTO 
compliant and this affected Australia‘s leather industry, which initiated a review of the 
MIDP in 2008. In accordance with Article 3(1) of the WTO General Agreement on 
Tariffs and Trade (GATT) of 1986, South Africa is a WTO member and any non-
compliance to the WTO rules need to be dealt with speedily. 
WTO members are convinced that an open, equitable and non-discriminatory 
multilateral trading system is the key involvement to make national and international 
efforts in order to better shield and safeguard environmental resources and promote 
sustainable developments.   
The opening of South African markets to international trade with justifiable exceptions 
or with adequate flexibilities, will encourage and contribute to sustainable 
development, raise people‘s welfare, reduce poverty, and foster peace and stability.  
At the same time, such market opening must be accompanied by sound domestic 
and international policies that contribute to economic growth and development 
according to each member‘s needs and aspirations. 
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Cook and Uchido (2004) state that the most effective way for organising production 
and the distribution of goods and services is by introducing competition in the market. 
The central tenet of the World Bank‘s analytical approach has been that domestic 
and international competition provides the incentives that unleash entrepreneurship 
and technological progress. 
On the whole the majority of industries, irrespective of the level of development of the 
countries of their origin established both technological and trade competitiveness 
initially by maintaining trade advantage without a corresponding advantage in 
technology. This appears to have been achieved through a process of ‗learning by 
doing‘ linked to an exposure to international competition (Cook & Uchido, 2004).  
The Republic of South Africa is one of the most important economies on the African 
continent; per capita income was US$5,811 in 2008. Economic activity is relatively 
diversified with services and manufacturing accounting for 65.6% and 15.9% of GDP, 
respectively (World Trade Organization, 2009). 
Barro (2001) states that openness to international trade is often thought to be 
conducive to economic growth; it opens competition and efficiency. The basic 
measure of openness is the ratio of exports plus imports to GDP. However, this ratio 
tends to be larger the smaller the country.  
Black and Bhanisi (2005) state that in any process of liberalisation, import expansion 
would be anticipated but successful adjustment may require new investment and 
growing efficiencies to at least partly offset the impact of declining protection. The 
overall picture in the SA automotive sector is that exports have increased very rapidly 
but imports have expanded rapidly as well. 
David Powels in his address to Volkswagen employees stated that in terms of world 
ranking, the South African automotive industry is contributing 0.8% of the total 
vehicle production in the world, India and China (growing rapidly) contributes 3.3% 
and 13.3% respectively. In terms of cost competitiveness, the South African 
automotive industry is approximately 32% more expensive than India and 40% more 
expensive than China.  
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Davies (2010) explains that South Africa has undergone considerable tariff reform 
since 1994 and is now ―moderately protected‖ compared to competitors.  
Fedderke (2010) explains that the feature of concern is the universal and dramatic 
downward (decline) trend in both the proportion of matriculants that graduate with 
mathematics as well as the proportion of university degrees that are in the natural, 
engineering and mathematical sciences.   
Flatters (2005) states that based on the performance of the educational sector, skills 
shortages are likely to continue for some time, since expenditure on education are 
constrained.  
The South African government under the auspices of the DTI‘s expected outcomes 
for the APDP have not yet been fully utilised by industry. 
Increase in vehicle production volumes may lead to increased local content. The 
empirical data in this study have shown that OEMs are ready to increase their 
production volumes to meet the APDP objectives. The concern however is the 
uncertainty surrounding the APDP‘s Production Incentive (PI) which, as yet, has not 
been clearly defined. A recommendation would be to ensure that the PI covers the 
following areas: 
 The capacity to produce at higher levels requires modernised technology with 
much higher production capacities. This will warrant better economies of 
scale, ensuring a cost per unit which is better than the current 32% and 40% 
of India and China respectively. 
 The deepening of local content requires entrepreneurial skills that allows for 
innovative and creative solutions, which can only be developed through 
focused and strong mentoring/training and development of young people. 
Learner-ship programmes need to be established which will create an 
environment favourable to higher levels of growth and opportunity for new 
industries. 
 Excess capacity will encourage exports and encourage localisation which will 
result in sustainable growth and better job opportunities, but for export to 
become profitable a stable currency is needed. Cheaper vehicles for the 
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export market do not need to compromise on quality standards. The 
investment in R and D projects allows for a continuous improvement of 
production and manufacturing processes, higher quality of parts, lean 
processes, and encouraging higher production levels. 
 The automotive industry need to encourage development of critical 
components and the achievement of levels of competitiveness which is similar 
to that of India and China. These two countries are South Africa‘s biggest 
competitors. What are they doing differently to achieve their current growth 
rates? 
 OEMs and suppliers will need to establish alliances which will encourage 
interdependence between assemblers and auto parts manufacturers. David 
Powels, in his address to Volkswagen employees, stated that suppliers need 
to move closer to the OEMs (customers) and the building of supplier parks is 
one such initiative. It allows for Just in time (JIT) delivery of parts, saving 
millions of rands in logistical spend, transport, packaging materials, handling 
and storage. 
Government is now looking at further expanding as well as deepening the industry. In 
this regard more efforts should seek to improve the productivity levels of component 
manufacturers to provide an opportunity of increasing the local content of 
domestically assembled vehicles (Davies, 2008).  
Prior to the MIDP 1995, South African motor vehicle producers faced negative 
effective protection on exports. Import duties on CBUs provide no assistance in 
export markets – exporters have to sell at world prices in order to compete. However, 
local content requirements and duties on imported components impose a major cost 
penalty relative to international producers‘ ability to source components at world cost 
and price. While the import duties could in principle be exempted or rebated through 
duty drawback arrangements, they could not avoid the cost-raising effects of local 
content requirements. With the resulting negative effective protection, it is not 
surprising that South African producers did not contemplate competing in export 
markets. The MIDP has changed this in a major way (Flatters, 2002).  
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The APDP would therefore seek to provide industry with a reasonable level of 
support in a market neutral manner. The incentive cannot be an export incentive as 
this might contravene the WTO rules. There will be no discrimination for products 
sold domestically and those exported (Mpahlwa, 2008). 
The Automotive Production and Development Programme (APDP) will have the 
following four key elements namely: tariffs, local assembly allowance, production 
incentive allowance and automotive investment allowances.  
Import duties on vehicles and components will be frozen at 2012 levels. This support 
will be in the form of duty credits issued to vehicle assemblers based on stable and 
moderate import tariffs of 25% on CBU light vehicles and 20% for components used 
in motor vehicle assembly produced domestically, that is, on original equipment 
components, through to 2020. A preferential agreement will result in imported 
vehicles from the EU paying only 18% duty. This support is effectively providing a 
lower duty rate for local assemblers and should provide enough encouragement for 
high volume vehicle production in line with the target of doubling production (AIEC, 
2011). Figure 7 depicts the tariff regime for period 1995 – 2020. 
Vehicle manufacturers who produce more than 50 000 vehicles a year will receive an 
allowance based on vehicle sales value. This allowance will be utilised to offset 
import duty liabilities on components and will initially be set at 20%, reducing to 18% 
over a three year period (Corbett et al., 2011). 
As of 2013 the support of 55-50% of value added computed in simple terms are, 
sales less raw materials, in the form of a duty-free import rebate credit, and has 
replaced the current export based scheme. There will be an additional 5% to 10% for 
‗vulnerable sectors‘. As cited in the automotive export manual, incentives will flow 
through the supply chain to the end producer, which will be the vehicle assembler or, 
in the case of component exports or replacement parts, the component manufacturer 
(AIEC, 2011).  
The value-add support is planned to encourage increasing levels of local value 
addition along the automotive value chain with positive spin-offs for employment 
creation (Pitot, 2011).  
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Since 2009, the Automotive Investment Allowance (AIA) has replaced the current 
Productive Asset Allowance (PAA) and will be 20% to 30% of the project‘s qualifying 
investment in plant, machinery and building, paid over to participants over a three-
year period. This support will be available to encourage investments by vehicle 
assemblers and component manufacturers in a manner that supports equipment 
upgrading (Corbett et al., 2011).  
The level of support will remain at 20% (same level as previous PAA), however will 
be accessible to both OEMs and component manufacturers and will not need to be 
underwritten by an OEM - simply need to be a bona fide automotive manufacturing 
investment. It will be payable over three (and not five) years, so there will be a 6.33% 
annual benefit over three years as opposed to only 4% over five years. An additional 
10% may be made available to firms for investment linked to training and high costs 
associated with sinking advanced capital into projects (Barnes & Black, 2008). 
Without appropriate pacing and sequencing, trade reform can destroy existing 
industries, including infant industries, without necessarily leading to the emergence of 
new ones. It is also necessary to recognise both the indeterminate time lag between 
liberalisation and the emergence of new economic activities, and the complexity 
involved in sequencing and implementing the complementary regulatory and 
institutional policies that should underpin trade reform programmes (Davies, 2010). 
What is clear is that in the absence of a robust industrial policy, any new industry that 
may emerge through liberalisation would be in line with static, rather than dynamic, 
comparative advantage, implying that the economy remains locked in the production 
and export of low value products with diminishing prospects for upgrade (Davies, 
2010). 
Davies (2010) states that three additional areas are highlighted. First, the 
international trade agenda has moved beyond its traditional focus on tariffs to 
encompass a range of so-called ‗new generation‘ trade issues such as trade in 
services, and the trade dimensions of investment, competition, intellectual property, 
government procurement, labour and the environment, amongst others. The 
framework sets out the broad principles and methodology for future work in these 
areas. South Africa must be able to retain the policy space to pursue its broad 
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national development objectives. We will also need to consider existing national 
legislative and regulatory frameworks as they relate to these issues as well as an 
assessment of the processes, rules and norms of multilateral institutions that have 
competence over these issues.  
Second, it will be necessary to strengthen the institutional framework that ensures 
constituencies affected by trade reform actively participate in defining the terms and 
conditions of the structural adjustment process. This will ensure that the reform 
process retains both legitimacy and broad-based support. It is increasingly imperative 
that SA design and build support programmes that can cushion the costs of reform, 
particularly for workers that lose employment as a result of trade liberalisation. The 
linkages and adequacy of existing social safety nets and worker re-training 
programmes to a trade reform needs to be fully explored and developed. This will be 
the subject of future work on trade policy. The Department of Labour will be central to 
ensuring that support programmes and skills development are mainstreamed into the 
process.  
Thirdly, greater efforts will be needed to strengthen the institutional coordination 
necessary to enhance the quality of - capacity to deliver on - South Africa‘s trade 
policy objectives. Improved institutional coordination on trade policy and trade-related 
issues is required within the DTI, amongst government departments, with the South 
African parliament, and between government and civil society. Enhanced outreach 
activities are also required to build the capacity in trade policy across South Africa in 
universities and research institutes in order to share the government‘s perspectives 
on trade policy, to broaden and deepen the quality of debate on trade policy, and to 
build a cadre of new trade policy practitioners for the future (Davies, 2010).  
Empirical data have shown that, due to all the uncertainty during the implementation 
phase of the APDP, OEMs could not risk making strategic plans based on the APDP. 
Unlike the MIDP, the APDP is a WTO compliant programme this is mainly due to the 
replacement of the IEC scheme and the Duty Free Allowance by the market-neutral 
Production Incentive and the VAA. While the APDP is WTO compliant, it may 
possibly reverse the most notable success of the MIDP. In 2011, the automotive 
industry produced 12% of South Africa‘s exports. The removal of the IEC scheme 
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together with the uncertainty regarding the interaction between the APDP policy 
instruments could result in a further decrease in the industry‘s contribution to exports.  
5.2 Main findings 
The main findings based on the research and empirical data are as follows:  
 Even though much has been done to make the South African automotive 
industry WTO compliant, the question of protectionism for local industries is 
still to be answered. Table 4.2 shows that OEMs are very cautiously 
approaching the APDP, as a basis for further investing.  
 The long term industrialisations of the automotive sector are still at risk and 
globalisation will take its toll on the industry. In an interview with one of the 
industry experts a concern was raised; South Africa is too far from its key 
export markets. If not for the parent companies, local manufacturers would not 
be able to sustain the industry for too long. It will become very costly to do any 
R and D; no money is available for any R and D. 
The growth rate of the South African economy is corroding the exchange rate, this in 
turn is negatively impacting on the real cost of imports. Some of the OEMs have not 
yet reached a level of local content which is able to balance the investments made 
into the APDP. The question one need to ask is what is the real cost of the APDP 
and some of the other incentive programmes? Who is really paying for the APDP? 
What are the real benefits of the APDP? Is this investment ―value for money‖ for the 
government at lower imports, cheaper vehicle prices, more local content, and 
employment?  
In a study by the governments‘ Industrial Policy Action Plan (IPAP), Portfolio 
Committee DTI (2010) the share of manufacturing in total employment for South 
Africa versus Malaysia for the period 1970 to 2008 is much lower; Malaysia is 
standing at 16% whilst South Africa is at 7%. Unemployment has remained 
unacceptably high at 25.5%. Despite massive private credit extension only a small 
proportion is being channelled toward fixed investment. Production sectors, for 
example manufacturing grew by 2.9% per annum (DTI, 2010). 
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The massive challenge South African manufacturers and assemblers are facing 
makes doing business in SA very demanding. A report by the portfolio committee 
identifies the constraints some of the suppliers are facing like, currency volatility, 
monopolistic pricing, expensive rail and ports as well the lack of skills (DTI, 2010).  
In order for government (DTI) to involve all the stakeholders they will need to be clear 
and transparent in their action and decision making. Investor confidence is all about 
perception; should investors perceive the climate for investing as uncertain they will 
move their money to markets that are more investor friendly.  
For South Africa to improve the local economy and in turn increase vehicle sales, 
vehicles will need to become more accessible to a larger portion of the population. 
Even though employment levels have improved new vehicles are still not affordable, 
therefore compelling new customers to revert to the used vehicle market.  
Since the recession in 2009 private consumption expenditure has shown an increase 
since 2012. The government has introduced interest rate cuts to encourage further 
spending, but economic growth is still below the 4% mark, reducing the buying power 
of the rand (DTI, 2013). 
Electricity hikes and higher steel prices (Arcelor Mittal / Kumba dispute) and carbon 
dioxide taxes are all cost drivers, which makes new vehicle even more unaffordable, 
and these challenges need to be resolved by government to encourage new vehicle 
sales (DTI, 2010). 
David Powels, in his statement address to NAACAM members, highlighted the 
industry concern that is hindering growth: 
 A major ―Industrialisation Strategy‖ is required in the supplier industry. The 
supply chain needs to increase manufacturing depth (2nd and 3rd tier 
suppliers). 
 APDP as well as IDC to provide support for the ―Industrialisation Strategy‖. 
 Productivity to improve dramatically from <20 cars to >30 cars per employee 
per annum. 
 
 
102 
 
 Massive investment needed in Training and Skills development at all levels 
5.3 Concluding remarks 
South Africa is a very rich and dynamic country, even though the economy is on an 
upward trend much needs to be done to improve our economic situation, encourage 
growth, stabilise employment and economies of scale. Economic expansion requires 
continuous investment in public infrastructure, research and development, education 
and further training.  
The relationship between an economy and its infrastructure is analogous to that 
between a building and its foundation. The continued need for appropriate 
infrastructure investment should be recognised in public-sector budgets, a long-term 
decline in infrastructure investment in relation to GDP is undesirable. This slows 
down economic growth and investments, the relationship between economic 
infrastructure and economic growth runs in both direction. Economic growth provide 
both the need for, and the resources to fund infrastructure investments (Fedderke et 
al., 2005).  
The quality and quantity of economic growth is determined by the quality of 
resources, technological innovations, and ground level changes to the incentive 
structure directly effecting.  
Ultimately, there is only one way for a developing country automotive sector to 
successfully engage the global automotive industry and have a reasonable chance of 
survival: continuously upgrade performance, skills and technology so as to ensure 
that its domestic industry remains locked into the global automotive value chains 
(Barnes & Morris, 2007). 
In very simple terms: South Africa will need to invest in its people, education, 
environment, infrastructure and R and D. 
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5.4 Recommendations for further research 
Since the launch of the APDP in 1 January 2013 the issue surrounding the 
production incentive has not been resolved. This uncertainty is hindering investment 
opportunities in South Africa. Below are some of the areas which could be 
considered for further research:  
 South Africa‘s drive to become technologically advanced whilst levels of 
education has not yet grown;  
 Increased volumes require technology and investments; how to strike the 
balance between the two. 
 The issue of 1.2 million vehicles per annum seems too much, the economy is 
not growing at the same rate, a study needs to be conducted to show what is 
a realistic  number and what is the acceptable annual growth achieve the 1.2 
million target. 
 Research need to examine what the real cost of incentive programmes is, in 
terms of education, research and further training for learners.  
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QUESTIONAIRE 
The pages following contains the questionnaire which was used as the primary 
survey tool, this was distributed amongst the 130 suppliers.  
 
1  Informed consent for participation in an academic research study 
2  MIDP and APDP Registration status 
 
Dear Respondent 
You are invited to participate in an academic research study conducted by Elwin 
Strydom, an MBA student from the Nelson Mandela Metropolitan University. 
The purpose of the study is to determine whether the automotive industry 
stakeholders have confidence in the APDP, its supporting legislation and if the 
desired is realistic. 
 
Please note the following: 
This study involves an anonymous survey. Your name will not appear in the treatise 
an all answers will be treated as confidential. Your participation in this is very 
important. You do however have a choice not to participate. Should you not be able 
to participate, kindly forward this survey to an individual who is able to do assist? 
Please answer the questions in the survey as completely and honestly as possible. 
The questionnaire should not take more than 10 minutes. The results of the study will 
be used for academic purposes only and may be published in an academic journal. 
On request, a summary of all the finding can be provided. The collected data will not 
be utilised for purposes other than this proposed study without your prior consent. 
Please feel free to contact me or my supervisor, Celestin Ndhlovu 
ndhlovuc2002@yahoo.co.uk  if you have any questions.  
I have read the informed consent letter above and: 
(1) Understand the information in the letter; and 
(2) Give consent to participate in the study on a voluntary basis. 
 YES ☐     NO ☐ 
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Demographic questions  
2.1 Please indicate the company type: 
1. ☐Original equipment manufacturer  
2. ☐Component manufacturer supplying to OEM 
3. ☐Component manufacturer involved in direct exports 
4. ☐Both (2) and (3) above 
5. ☐Other (please specify) 
2.2 Please indicate the estimated number of employees for your company 
1. ☐1 – 9  
2. ☐10 – 99  
3. ☐100 – 999 
4. ☐1000 and more 
2.3 Please indicate the estimated value of sales of your company 
1. ☐Less than R10 million  
2. ☐R10million and above but less than R100million  
3. ☐R100million and above but less than R1 000million 
4. ☐R1 000million and above  
5. ☐Other (please specify) 
2.4 Please indicate the estimated percentage of sales of your company which 
is attributed to exports: 
1. ☐None 
2. ☐Less than 25 %  
3. ☐ 25% and above but less than 50%  
4. ☐50% and above but less than 75%  
5. ☐ 75% above but less than 100% 
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6. ☐Other (please specify) 
2.5 Is your company registered under MIDP 
☐Yes                   ☐No             ☐ Not applicable  
2.6 Will your company be eligible to register under the APDP? 
☐Yes                   ☐No             ☐ Uncertain  
2.7 How does your company benefit from the MIDP? Please select all relevant 
options. 
1. ☐Increased volumes 
2. ☐Increased quality  
3. ☐ Increased profitability  
4. ☐Uncertain  
5. ☐Other (please specify) 
2.8 Please indicate the structure of your company 
1. ☐Single entity 
2. ☐Company forming part of a group  
3. ☐Other (Please specify) 
2.9 Please indicate the position of your company in the group structure 
1. ☐Subsidiary  
2. ☐Holding Company  
3. ☐Other (Please specify) 
2.10 In which country is your holding company / controlling entity located  
1. ☐ (Please specify) 
2.11 Control measures exercised by the mother companies are hampering 
economic growth of the South African automotive industry.  
1. ☐Strongly Disagree  
2. ☐Disagree 
3. ☐Uncertain 
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4. ☐Agree  
5. ☐Strongly Agree  
6. ☐Other (Please specify) 
The MIDP vs. the APDP 
A) Please indicate whether you believe that the existing MIDP has facilitated the 
achievements of the critical success factors, by selecting either of the 
following: Strongly disagree, Disagree, Uncertain, Agree, Strongly agree 
B) Please indicate whether you believe that the APDP will facilitate the 
achievements of the critical success factors, by selecting either of the 
following: Strongly disagree, Disagree, Uncertain, Agree, Strongly agree 
Please click on the drop-down arrow to display the available options and then select 
the relevant answer. Please answer the questions in relation to the automotive 
industry as a whole and not in relation to your own company. 
  MIDP APDP 
3.1 Improved quality of motor vehicles Select an answer Select an answer 
3.2 Improved component  quality Select an answer Select an answer 
3.3 More affordable motor vehicles Select an answer Select an answer 
3.4 More affordable motor components Select an answer Select an answer 
3.5 Bigger export volumes Select an answer Select an answer 
3.6 Rise in local productivity Select an answer Select an answer 
3.7 Reduced imports Select an answer Select an answer 
3.8 
Improved automotive industry trade 
balance 
Select an answer Select an answer 
3.9 Formation of maintainable export Select an answer Select an answer 
3.10 
Establishment of a more diversified 
component exports 
Select an answer Select an answer 
3.11 
Higher volumes of local production 
of motor vehicles 
Select an answer Select an answer 
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3.12 
Higher local content volume in the 
production of components 
Select an answer Select an answer 
3.13 
Increase in the local production 
volumes of components 
Select an answer Select an answer 
3.14 Increase in local content Select an answer Select an answer 
3.15 
Rationalisation of locally produced 
vehicle models 
Select an answer Select an answer 
3.16 Growth in local investment Select an answer Select an answer 
3.17 
Growth of local research and 
development activities 
Select an answer Select an answer 
3.18 Sustainable employment levels Select an answer Select an answer 
3.19 Compliance with WTO requirements Select an answer Select an answer 
Table 12 : A comparison of the MIDP vs. APDP courtesy of Bronkhorst (2010) 
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THE INTERVIEW  
Interview with one of the leading experts on the MIDP /APDP: 
INTERVIEWER : Question and Introduction to interview; I am fascinated with the 
MIDP, I do realise that in terms of the WTO agreement we are breaking the rules, but 
in the same token we are a developing country and we should be allowed some 
protectionism, for some of our developing industries, products and services. Based 
on this I do not necessarily agree with the WTO‘s decision, so I decided to 
investigate the MIDP and the relation to the WTO ruling, hence my research paper as 
it stand today. My fascination with the calculation and the decision making of our 
government is what is driving the research, calculation of the rebate certificates and 
incentives, for our government to think of something like the MIDP is absolutely 
brilliant.  
If our government use the momentum gained from the MIDP to drive the APDP, they 
stand to gain a lot, on the other hand, not making use of the MIDP‘s success will lead 
to a disastrous introduction of the APDP. 
Response from MIDP/APDP expert: 
INTERVIEWEE: First of all the MIDP rewarded exports only, it was the Dti‘s 
principles at the time that exports are everything and we need to incentivise exports. 
DTI will never incentivise localisation and also at the time of MIDP when it was done, 
we never thought that industries like catalytic converters would emerge. 
If you export with all the value addition was given an incentive, included any local 
materials.  
With the APDP we are now correcting that, because to incentivise exports it is a 
problem with the WTO, there is a specific term for it. [Subsidies and countervailing 
measures ―The SCM agreement‖] 
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With the APDP we have said no, we are going to reward local value addition, 
encourage localisation and create jobs.  
So how do you do that; first of all you structure the deal, you say there is a tariff 
structure, see below graphical presentation of the details of time frame. 
 
Tariff structure says how much duty you are paying for importing parts and this is 
how much you are paying for importing built up cars. Let us put that on a level where 
it is given protection but does not make imports to expensive. Let‘s say parts will be 
fixed at 20% and vehicles at 25%, now you can build a programme around it. 
TARIFF 
STRUCTURE 
• Import Duties 
• Ad Valorem 
• Transnet Cost 
INDUSTRIAL 
INCENTIVES 
• Investment Incentives (AIS) 
• Value Addition =(labour AF+OH's +etc.) 
• IDC (Investments and customer) 
FISCAL 
POLICY 
• VAT 
• CO2 Tax 
• See above 
• Tax on Incentives 
Table 13 : Industrial environment - adopted from Interview with MIDP / APDP expert 
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ADDENDUM A 
Permission to use questionnaire from Evadne Bronkhorst : 
 
Figure 21 : Permission request from Bronkhorst 
